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PEEEACE. 



IN the last generation, the National Debt was a 
bugbear which oppressed the spirits of English- 
men. Taxation was burdensome to a degree hardly 
conceivable by the young men of to-day : and of the 
scores of millions annually raised, more than half 
went to pay interest due to the public creditors. 

Elderly men remember the time when the subject 
was discussed at the fireside of everyone who read a 
newspaper: when Attwood's "little shilling" and 
Gobbett's "sponge," divided the allegiance of the 
middle classes. 

Gradually, the nation became inured to the load : 
as prosperity returned, as population multiplied, as 
opulence grew, the weight was less, felt. 

Besides ; though the principal of the debt re- 
mained nearly stationary, the rate of interest was 
much reduced ; and frugality was forced on the 
government by the public. During the twenty years 
between 1831 and 1860* the taxes were only about 
2£ a head of population ; less by a fifth than they 
had been between 1821 and 1830, and about half 
what they had been towards the close of the war. 

Increasing opulence and decreasing taxation 
brought a sense of relief. The minds of men too, 

* L. Levi, Taxation 25. 
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were diverted to political questions : to the repeal of 
the Test Acts ; to the emancipation of the Roman 
Catholics; to the severe and long struggle which 
carried the Reform Bill ; to the extinction of slavery ; 
to the repeal of the Corn Laws ; to the reconstruc- 
tion of our fiscal system. The National Debt was 
forgotten. 

It is high time however, that our memory should 
awake from its slumber : that we should remember 
how large a portion of our public revenue goes to 
pay the national creditors : and that we should 
inquire what is our present duty as to the debt. 

The Reform Bill of 1867, has shifted the centre of 
gravity of the constituent body : although perhaps, 
the House of Commons may appear little changed, 
the Members will find an alteration in the influence 
exercised by their electors. I look without alarm, I 
look even with much hope, at this great change : 
I anticipate a renewed energy and a spirit of enter- 
prise, in the conduct of our government. But I feel 
that those who have incurred our vast debt, and 
those who have allowed it to remain undiminished 
during the last thirty years, must be prepared to 
answer the question which may be put to them in a 
voice of thunder, whether that debt is to go down 
unliquidated to our children's children. 

The new constituents will doubtless be appealed 
to by writers and speakers on this grave subject ; by 
new Cobbetts and new Attwoods : it requires no 
familiarity with Latin verses or with the Calculus, to 
understand that eight hundred millions were bor- 
rowed by our progenitors, that we and our fathers 
have been paying interest ever since, and that unless 
some new efforts are made, our posterity will go on 
paying interest for centuries to come. Plain men 
will learn with indignation, that even the moderate 



sinking-fand which was in existence ten years 
ago in the form of terminable annuities, has been 
seriously diminished : that it has been reduced 
from three millions to a million and a half.* 

That politician too, must be a fool, or worse than 
a fool, who would flatter us with dreams of unbroken 
peace. England, no- doubt, has ceased to be the 
knight-errant of Europe, rushing into every quarrel, 
claiming to arbitrate in every dispute, interfering in 
every variation of the shifting balance of power, 
pretending to protect or avenge every oppressed 
nationality. Strong but self-restrained, we are too 
moderate and too formidable to run much danger of 
being insulted. Yet sooner or later war will come, 
by thei madness of other nations or by unusual follies 
of our foreign oflS.ce : war which will cost us, not a 
few miUions like our Abyssinian expedition, but scores 
or hundreds of millions. 

Even in time of peace disasters may overtake us ; 
disasters more formidable than the depression of 
commerce which follows our decennial inflation and 
madness. Our coal may fail us : the competition of 
other nations may rob us of foreign markets ; or 
may so far lower the prices of manufactures as to 
greatly reduce our rates of wages and profit : our 
artisans may prefer emigration to poverty ; and our 
population, instead of increasing as heretofore, may 
become stationary, or may diminish like that of 
Ireland. 

The English would still be a great nation : great 
in historical freedom, great in agricultural resources, 
great above all in stubborn force of character. But 
their greatness would give them no immunity from 
the pressure of taxation. We can now raise our 

Economist 1227. 236. ool. 1. 
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seventy millions without any intolerable sacrifice : 
hereafter the same burden may seem too much to be 
borne. 

Ought we not therefore, to inquire seriously what 
'it would cost us to reduce our debt : what, to ex- 
tinguish it in a hundred years ? 

In this volume, I have put together facts and 
reasonings which, I hope, may aid the inquiry. 
I have come to the conclusion that at a small cost 
we might estabhsh such a fund, as by mere natural 
growth would relieve our posterity from all the pre- 
sent debt : that it might be raised in such a way as 
to interfere in no wise with readjustment of taxation, 
and not at all to hinder the due accumulation of 
capital : that it would be free from the insuperable 
objections which attach to terminable aunuities : that 
it would be taken out of the jurisdiction of the 
Chancellor of the Exchequer, and would therefore 
escape the danger of manipulation and reduction in 
the annual budget : that it would -be intelligible to 
the whole nation, and would consequently exist under 
the soundest of all securities, the guarantee of public 
opinion. 
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CHAPTEE I. 

FIE ST PEINCIPLES. 



THE term Sinking-Fund is familiar to us all ; 
but it may be useful to recall its exact meaning. 
Illmtration: I 'wiU suppose tiat I am fortunate 

lamded estate : enough, to succeed to an estate yielding 
debt on it. £10,000 a year ; burdened however, 
with a debt of £60,000. I propose to pay off this 
debt. 

For simplicity I will call the rate of interest 5 
per cent., and my annual payment for interest 
therefore, £3,000. 

Aimual III order to lessen the debt, I may 

discharge of take the obvious course of paying off 
£1,000. £1 jOOO of the principal each year : if 

I am so singularly fortunate as to enjoy the estate 
sixty years, I shall discharge the whole debt. By 
this means the drain on me for interest will diminish 
each year : for at the end of the first year I shall 
pay off £1,000 of the principal ; and therefore, in 
the second year my debt will be only £69,000, and 
my interest £2,950 instead of £3,000 ; in the third 
year my interest will be £2,900 ; in the seventh 
year £2,500 ; in the twenty-first year £2,000 ; in 
the forty-first year £1,000 ; in the sixtieth year £50. 
The s<Mne with ^ ™s, ^^^^^^J. payment of £1,000, if 
compound in- formally established, constitutes a Smk- 
terest: ijears ing-Fund. But I may go a step further. 
1st to \4ith. jj3 ^Q former case, my payments were : 



In the 1st year for interest, £3,000 ; for principal repaid £1,000 = £4,000. 
„ 2nd year „ 2,950; „ 1,000= 3,950. 

„ 3rd year „ 2,900; „ 1,000= 3,900. 

I may determine towever, to continue to pay £4,000 
every year until tlie debt of £60,000 is paid oft". 
Tlie £4,000 will be appropriated as follows : — 





For Interest. 


Repaid Principal. 


Total. 


Debt Owing. 


1st year .., 


, £3,000 


£1,000 


£4,000 


£59,000 


2nd year 


2,950 


1,050 


4,000 


57,950 


3rd year 


2,897 10 


1,102 10 


4,000 


56,847 10 



Under this second arrangement, the principal 
repaid, instead of being uniformly £1,000, will be 
in successive years £1,000, £1,050, £1,102 10s., 
&c. ; that is £1,000 increasing at compound interest 
at the assumed 5 per cent. We all know that in 
about fourteen years, £100 at 5 per cent, compound 
interest becomes £200 : that whereas the simple 
interest in fourteen years is £70, the compound 
interest is £100 : it follows that the compound 
interest which appears in my second table, £1,000, 
£1,050, £1,102 10s., &c., will in about fourteen 
years amount to £20,000. While the simple interest 
would be £14,000, the compound interest would be 
£6,000 more. This £6,000 is not produced by any 
trick of figures, but by my continuing to pay a 
uniform £4,000 a year instead of the constantly 
diminishing sums £4,000, £3,950, £3,900, &c. 
Tears Ihth to I begin the fifteenth year then, with a 
mh. debt reduced from £60,000 to £40,000. 

T will continue to set aside £4,000 a year ; of which 
in the fifteenth year £2,000 will go to interest and 
£2,000 to pay ofi" principal. Again, as in the former 
period, the interest will diminish each year ; and 
the repayment of principal will increase : and as we 
found that in the former period of 14 years, the 
series of payments £1,000, £1,050, £1^102 10s., 
&c., amounted to a total of £20,000, we must con- 



elude that tlie present series commencing with 
£2,000 will be double the former one, i.e., will 
amount to a total in the second 14 years, of £40,000, 
which will finally discharge the debt. 
Companson, I^ Seems then, that whereas by the 
results, siirvple annual payment of £1 ,000 during 28 
and w>rvpouncl. years, I should discharge only £28,000 
of debt ; by the annual payment of £1,000 plus 
the compound interest on that sum, I should in the 
same 28 years discharge the whole £60,000 of debt : 
the extinction with compound interest would be more 
than double what it would be with simple interest. 

Here again, I must repeat that this is not tbe 
result of any trick of figures : that it is the result of 
my self-denial in continuing to pay annually a total 
of £4,000 instead of paying constantly diminishing 
■ sums, £4,000, £3,950, £3,900, &c. 
I might put The same result might be obtained in 
£20,000 into another way. Say that on my succeed- 
a trust. {jjg ^Q ^Q estate, I at once put into the 

hands of a trustee a farm worth £20,000, and 
yielding £1,000 a year ; and that he undertakes to 
invest this £1,000 a year at 5 per cent, compound 
interest. We know that in about fourteen years, 
the £20,000 will have become £40,000 ; and that 
in 28 years it will have become £80,000. At the 
end of the 28 years, therefore, the trustee can pay 
off" the £60,000 debt, and restore me my £20,000. 
As in the former cases, I pay the £3,000 a year 
interest during the twenty-eight years : i.e., I 
diminish my income during that period by £4,000 
a year ; viz., £3,000 which 1 pay for interest, and 
£1,000 the rent of the farm in trust, 
ImigUlornno Could I do the Same thing by bor- 
£20,000 Mid rowing money ? I certainly could. I 
put into a trust, mean by this that I might borrow at 



first to form a fund : I do not mean that by bor- 
rowing alone I could do anything. Borrow or not, 
the discharge of the debt can only be effected by the 
self-denial necessary to save. 

Instead of putting into the hands of a trustee, a 
farm worth £20,000, and yielding £1,000 a year, 
I may borrow £20,000 and put that sum into the 
hands of the trustee ; in about 28 years the £20,000 
will multiply into £80,000 ; and the trustee can 
then pay off both the original £60,000, and the 
subsequent £20,000. But during the 28 years I 
shall have had to pay the same £4,000 a year, as in 
the former cases ; viz., the interest of £60,000 and 
of £20,000. I gain nothing by my borrowing the 
£20,000 : I have even the disadvantage of all the 
expenses and discredit of borrowing. 
Borrmuing at It is true that I do what has been called 
siii^le, accu- borrowins: at simple interest and accu- 
compound hi- Di-ulating at compound mterest ; but the 
terest. whole advantage of the arrangement 

arises from my paying an uniform sum of £4,000 
during the 28 years ; i e., after the first year, a sum 
greater than the simple interest on the debts. It is 
not the borrowing at simple interest which discharges 
the principal of the debt : it is the paying off each 
year a part of the principal. 

It is convenient to know, that by paying this 
uniform £4,000 during about 28 years, I shall get 
rid of the debt of £60,000 ; this knowledge furnishes 
a motive for making this annual payment : but no 
trick of figures will relieve me from paying the 
whole £60,000 out of my income. We shall see 
afterwards however, that this is not the whole 
truth. 



II. 



Dr. Price's rTlHIS notion of borrowing at simple 
principle: j_ interest, and accumulating a fund 

called Utopian, at compound interest, was preached by 
Dr. Price and accepted by Mr. Pitt and his friends : 
though it was no new discovery, "it was reproduced 
as a sure mode of relieving the nation from the load 
of debt by which it was oppressed. At the present 
day, the expectation of relief by such means is re- 
garded as of no more value than the expectation of 
the indefinite perfectibility of man, and the conse- 
quent cessation hereafter of pain and death. Price's 
"Reversionary Annuities," and Godwin's "Political 
Justice," are put side by side on the Utopian shelf. 
Tried lij I have shown that the reduction of 

private case, my debt on the estate is effected by no 
trick of figures, but by saving from my income. 
But let us see whether this is the whole truth. 

Let us say that on succeeding to my estate, I at 
once set aside for 28 years £4,000 a year ; of which 
£3,000. goes to pay the annual interest, and £1 ,000 
is invested at 5 per cent, compound interest, and 
therefore amounts at the end of about 14 years 
to £20,000, and at the end of about 28 years to 
£60,000. If I had discharged no principal, I should 
have paid £3,000 annually during the 28 years ; and 
therefore my additional payment has been £1,000 a 
year during 28 years, or £28,000. 

Next let us imagine that during the first fourteen 
years after I had succeeded to my estate, I spent 
the whole income ; but that at the end of the fourteen 
years I set aside for the second fourteen years 
£2,000 a year, besides the £8,000 for interest. By 
the end of the 28th year I should have given up 
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towards payment of principal, £2,000 a year during 
14 years, or £28,000. 

On both these suppositions I have made the same 
sacrifice of income, viz., £28,000 : the only difference 
being that in the former case I have sacrificed 
£1,000 in each of the 28 years, and that in the 
latter case I have sacrificed £2,000 in each of the 
latter 14 years. 

But though the sacrifices are the same the results 
are different. 



I Have Accumulated : 
At the end of 14 years, 

At the end of 28 years. 



In the 1st. Case : 
r 14 years at £1,000 ■) 

1 Compound Interest f 
C £20,000. ; 

/• 28 years at £1,000 
) Compound Interest 
1 + 

C £60,000. 



In the 2nd Case : 



Nothing. 



r 14 years at £2,000 

J Compound Interest 
(. £40,000. 



In the first case I have accumulated £60,000 ; in 
the second case only £40,000. 

This shows how vital an element time is ; it 
indicates that the date at which the sacrifices are 
made is of the highest importance ; and if of im- 
portance during the life of a man, far more so 
during the longer life of a nation. 

By supposing a larger debt, and carrying on 
the process some steps further, we shall find striking 
results. 

1st case, extended. I and my successors set aside 
£1,000 a year for a very long period; still con- 
tinuing to pay, out of income, interest on the debt. 

At the end of 14 years, we have accumulated £20,000 

28 „ „ 60,000 

42 „ „ 140,000 

56 „ „ ...... 260,000 

The sacrifices we have made amount to £1,000 

for56 years =56,000 



2nd case, extended. I and my successors go on 
during 42 years, spending the whole income left 
after discharging the annual interest on the debt. 
At the end of the 42nd year we set aside £4,000 
a year as a sinking-fand. 

At the end of the 56th year we shall have aocumulated £80,000 
Our sacrifices will have been 14 x £4,000 = 56,000 

Comparing these two extended cases, the sacri- 
fices in both cases being £56,000, in the former 
there is an accumulation of £260,000, in the latter 
only £80,000. So important an element is time 
Leant posdhle It appears therefore, that the earlier 
sacrifice. J begin to save, the less will be the 

sacrifice required'. To reduce the sacrifice to the 
lowest possible point, I should, on succeeding to the 
estate, apply the greater part of the income to 
constitute a fund. Say that during the two first 
years, out of the two years' income, I set aside 
£16,000. After the end of the second year, I should 
only have to pay £3,000, the interest on the debt, 
just as if I had not constituted any fund. All my 
sacrifice will have been £15,000. If we imagine 
that my successors leave this fund to grow, they 
will find that at the end of 58 years after I first 
came into possession, the fund amounts to £240,000. 

But we found before that £1,000 a year for 56 
years amounts to little more, viz., £260,000, and 
this with the sacrifice of £56,000, or nearly four 
times as much. 

The prmcijjle. The principle therefore, is indisputable : 
begin your fund as early as possible ; and thus 
take full advantage of the accumulation by com- 
pound iuterest. 

Suppose mt I 'W-ill now take a different case, as a 

laiid, but means of estimating the force of an 

nwney, objection commonly made. Instead of 



land, let it be £200,000 in personalty that has 
been bequeathed to me. 

m a btismess Say further, that this consists of 

capital engaged in a manufacturing business yield- 
ing 10 per cent, on the capital employed : the debt 
of £60,000 being a mortgage on the factory and 
land. 

inca/paUe of If the business is incapable of judicious 

exteiidon extension, I may wisely appropriate part 

of the two first years' profits to form a fund, as in 
the case of the estate ; and if my sons and grandsons 
leave that fund to grow at 5 per cent., they wUl 
find, at the end of 58 years, that it amounts to . 
£240,000 ; all obtained at the trifling sacrifice on 
my part of the gratifications purchasable with 
£15,000. 

or capable of But what if the business is capable 
extension. of judicious extension ? What if the 

£15,000, invested in new buildings and machinery 
and stock, would yield me the same 10 per cent, 
that I obtain on my other capital ? In that case I 
should get a far larger money advantage by so 
investing it, than by forming a sinking fund with it. 
Even if I got only 6 per cent, by such a business 
investment, I should lose by applying the £16,000 
to a fund at 5 per cent. It might, even then, be 
more prudent to form the fund ; but it would not be 
more profitable. 

Distinotion, Even in the case of the land, if I 

Capital, and couM use the £15,000 in draining and 
Self-mainte- building, SO as to get 5 per cent, upon 
nance, ^^^ j gj^Q^j^j ^^^^ nothing by forming a 

fund with it ; if my gain upon it would be 6 per 
cent., I should lose by forming such a fund. 

But in all my previous remarks, I have assumed 
that the fund is formed by saving from personal 



expenditure, and not by applying sums which would 
otherwise be used as capital : I have assumed that 
instead of spending £7,000 a year on housekeeping, 
and hunters, and travelling, I have spent only 
£6,000 a year ; or that instead of beginning such 
expenditure immediately on succeeding to the estate, 
I have deferred the greater part of it for two years. 
or saving a/nd The distinction between personal ex- 
spending. penditure and saving, is at the root of 

the question. If I save £1,000 and use that sum 
productively, I earn an income from it : if I again 
save that income and use it productively, my income 
is farther increased ; and if I only get 5 per cent., 
my first £1,000 becomes in about 14 years, £2,000 : 
or if I save £1,000 every year, in about 14 years I 
shall have £20,000. But if in the first year I spend 
the £1,000 on a well furnished table and men 
servants and horses, the money is finally gone : 
there is no accumulation : the expenditure may be 
a wise one ; but it causes no increase of any kind. 
If I save this £1,000 each year and put it out to 5 
per cent, interest, at the end of about 14 years I 
possess £20,000 ; if I spend the j^l,000 each year, 
at the end of the 14 years I have nothing but the 
memory of past pleasures. 

Debt cannot be paid without self-denial : but if 
self-denial be exercised, it matters not whether the 
result of it goes to form a separate fund, or is laid 
out as capital at an equal rate of profit. 

We shall see, in the same way, that a national 
sinking-fund ought to be formed by taxation, and by 
such taxation as will cause a diminished expenditure 
on the part oT the people. 



10 



III. 



Evils of T)UT why should we not borrow ? It 

lorroiviwj. _D is conceded tliat, individually, we 
ought not to borrow unless we are compelled to do 
so, or unless we propose to use the loan as a capital. 
But why should we not individually borrow to 
supply our current expenditure ? 
1st. When we spend only the income we 

work for, or what our property furnishes, we have a 
natural limit to our outlay ; but " borrowing dulls 
the edge of husbandry." 

2nd. Even if our habit of expense be not 

increased, as in the case where a man borrows to 
buy books or pictures, and fills his shelves or his 
walls, yet we are left with a debt which we have 
to repay. We have first enjoyed the pleasure of 
acquiring, and afterwards we have to deny ourselves 
other and accustomed pleasures. 
3n?, payinrj But besides these evils there is a third 

repeatedly. and a formidable one : that on which 
Dr. Price insists with great energy. Among the 
Hebrews of old, a lender could only reclaim from 
one of his nation the sum he had lent : among the 
Mahometans also, interest is forbidden. Among 
Christian nations, the taking of a reasonable interest 
is just as reputable a practice as the taking a 
price for a house or for a load of wheat. Not only 
have I to return the £1 ,000 I borrowed, but I have 
further to pay £50 a year for the use of it : so that, 
at the end of 20 years, if I have allowed the debt to 
stand so long, I shall have paid £1,000 for interest, 
and shall still owe the original sum. 
Applied to a Great Britain has paid the interest on 

nation. its debt with punctuality ; ' but how vast 
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lias been the amount ! Calling our average pay- 
ment since 1815, 30 millions £ a year, we shall have 
paid altogether in 53 years, no less than 1,590 millions 
£ : nearly twice over what we owed in 1815. Our 
debt is now 800 millions £ ; and at an average 
interest of 24 millions £ a year, we shall pay the 
800 millions £ in about .24 years, and shall still owe 
our present debt. This is the frightful evil against 
which Dr. Price lifted up his voice. 
TtBo principles. We have now arrived therefore, at 
two principles : 1st, that the fund should be com- 
menced as early as possible, in order to get the 
advantage of compound interest ; 2ndly, that it 
should be formed of such savings from expenditure 
as would. not be otherwise used as capital. 
DisUndioii: It should be observed here however, 

individiud and that my reasonings so far have reference 
nahon. principally to a private estate : I propose 

to show afterwards that the case of a nation is in 
one respect different ; that though we think of the 
nation as a unit, it really consists of millions of 
persons, and of various classes ; and that these 
persons and classes may be differently affected by 
the modes of national saving. 

Wisdom in JFew persons would dispute the wisdom 

indimdual. of my supposed conduct, on my imaginary 
succession to a burdened estate. It may seem 
obvious too, that a nation loaded with debt would 
act with equal prudence in creating a sinking-fund. 
WJiij not in How is it then, that little is done, 

7iation ? and that little by annuities and other 

stealthy means ? If in any budget, during peace, 
the national expenditure were shown to exceed the 
income, the Chancellor of the Exchequer would 
have to give place to a successor : even during war 
the people w'ould rather submit to a large income- 
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tax than resort principally to loans ; witness the 
fourteen and sixteen pence in the pound, of the 
Crimean War. 

Puhlic We shrink from contracting debt : we 

indifferenoe. decline all formal means of discharging 
it. Sir G. 0. Lewis made an effort ; but in vain : 
Mr. Gladstone has made several efforts ; but with 
little success. 

Example, the Last year Mr. Gladstone proposed a 
" Spectator." scheme, too complex to be understood 
by many persons, but approved by competent judges 
and by a hostile successor, by which, at a moderate 
annual charge, a considerable amount of debt would 
be extinguished in the present generation. Now 
there is no more thoughtful journal than the 
Spectator ; no journal which a reader may rely upon 
with more safety. The editor of that paper spoke, 
I believe, the sentiments of reflective and high- 
minded men, when he slighted this scheme of Mr. 
Gladstone's. 

Casual remarli. We Can often judge better of a man's 
sentiments from what comes out indirectly, than 
from his reasonings when he is on his guard. It is 
a casual expression of the Spectator on which I rely. 
The paragraph has reference to furnishing the army 
with breech-loading rifles : " We are spending fifteen 
millions a year upon the army, and then the bureaus 
are agitated because we spend a million, once for all, 
to make that army efficient. Let General Peel take 
the million, if necessary, which was to have gone 
to the National Debt, but let him get the work done, 
done quickly and done well, and the country will 
support him." 

Shows the I do not dispute the importance of pro - 

indifference. viding the army with efficient weapons : 
I grant that the cheapest of all warlike proceedings 
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is to keep our forces in sucli a state of efl&ciency, as 
to warn off trespassers from the soil of England : if 
the cost were, not one million, but twenty, I should 
not grudge it. But why should the Sjjedator fix on 
the particular million in question, when a penny in 
the pound added to the income-tax would be more 
than sufficient ? Evidently because in his eyes, all 
sinking-funds, however unassailable logically, are of 
no real value : because those funds, established 
again and again in England and France, have ended 
in nothing. He can admire the discharge of debt 
in the United States, and the vast project of dis- 
charging it all within a generation ; but the very 
name of an English sinking-fund carries his mind to 
Utopia. Such, I believe, are the sentiments of most 
educated men. 

Statistical So- A confirmation of this fact is found in 
ciety neglects, the transactions of the Statistical Society; 
which is carried on principally by men who are 
the first to recognise the value of such a proceeding 
as a sinking-fund : by leading actuaries, secretaries 
of insurance companies, permanent heads of Govern- 
ment offices, with a few amateurs. Now in the 
Statistical Journal, there are abundant papers on 
Mortality, Crime, Education, Taxation, Wages, and 
Indian Affairs, but scarcely anything about payment 
of the National Debt. 

Why is the It is easy to understand why the 

public indif- public has no affection for a sinking- 
ferent ? fund, which means, in the first instance, 

increased taxation : when we are told in Parliament 
and in the newspapers, that all such efforts have 
failed, and in the nature of things will fail, we 
inevitably draw back from useless increased taxation : 
we have come to regard all such projects as means 
for drawing money out of our pockets under false 
pretences. 



14 



IV. 



7ir7 41 T BT US now see the arpfuments on 

Why are the I -,.1,1 -, -, p ■ ■ i 

leaders of JJ whicli the leaders 01 opinion nave 
opinion indis- relied. Mr. McCnllocli was lately re- 
posed ? garded as a high, authority, and he thus 
stated his opinion.* 

McCulloch. '' For upwards of twenty years this 

pitiful juggle was kept up ; Parliament and the 
nation believing, notwithstanding the most decisive 
experience to the contrary, that it was rapidly 
diminishing the public debt ! Dr. Hamilton, of 
Aberdeen, had the merit of dissipating this delusion, 
the grossest, certainly, that ever imposed on any 
people. He showed, in his work on the National 
Debt, published in 1813, that the sinking-fand, 
instead of diminishing, had really added to the debt ; 
and he proved to demonstration, that the excess of 
revenue above expenditure is the only sinking-fand 
by which any part of the National Debt can ever be 
discharged." 

But Hamilton, That the latter part of this statement 
himself. is true I do not dispute : debt can be 

paid only by saving in the first instance ; though, as 
I have shown in the case of a private person, the 
time when the saving is effected is a matter of the 
highest importance. As to the former part of the 
sentence, let Dr. Hamilton speak for himself, t 

" In regard to increase of taxes, we are of opinion 
that the sinking-fund has had a real effect in calling 
forth exertions, which, although they might have 
been made as well and as effectually, would not have 

* McCuUocli's "Adam Smith." Ib39, 618. 
f Hamilton's "Inquiry as to the National Debt.'' 1813, 153. 
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been made, unless to follow out the line wliich that 
system required. A loan is made, and the revenue 
considered as charged, not only with the interest, 
but a certain proportion of the principal, annually. 
Taxes are imposed to meet the one as well as the 
other. If the sinking-fund had not been in view, it 
is likely taxes would have been imposed for the 
interest only. 

" If the sinking-fand could be conducted without 
loss to the public, or even if it were attended with 
a moderate loss, it would not- be wise to propose 
an alteration of a system which has gained the 
confidence of the public, and which points out a 
rule of taxation that has the advantage, at least, 
of being steady. If that rule be laid aside, our 
measures of taxation might become entirely loose. 

" But if the loss attending the sinking-fund be 
great (and the foregoing computation evinces that it 
has been so) it seems proper to inquire whether a 
plan might be followed that would deliver us from 
this loss, and at the same time carry on the necessary 
measure of increased taxation. The present pro- 
portion of one per cent, on the nominal capital 
might be continued ; not, perhaps, as the most 
ehgible, but as possessing the advantage of being 
established. If a loan of 20 millions be transacted 
in the Three per Cents., the sinking-fund attached 
to it, on the present system, is £333,333. Now 
taxes may be imposed to that extent, besides what 
are required for interest ; and that sum, instead 
of being made over to commissioners, may, be de- 
ducted °fi:-om the loans. Thus, the nation would 
save the loss it at present sustains, of borrowing on 
lower, and paying on higher terms ; the imposition of 
£333,333 additional taxes, which is the only measure 
of real eflSciency, would be the same as before." 
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Hamilton s Before comparing these statements 

appcwent made by McCuUocli and Hamilton, I 

contradiction, ^j^ explain an apparent contradiction. 
Hamilton was unwilling to give up the actual 
system of taxation in connection with tlie sinking- 
fund ; and only recommended the abandonment of 
the Commission because it caused a loss to the public. 
But if it caused a loss, why was he unwilling to 
abandon it ? 

Illustrated hy A recent financial operation will explain 
a recent this. A few years ago, Mr. Gladstone, 

proceeding. ^g Chancellor of the Exchequer, wanting 
to borrow a considerable sum, and being unwilling 
to permanently increase the debt, proposed to grant 
terminable annuities, instead of the ordinary per- 
petual annuities. Mr. Hubbard afterwards calculated 
the result, and explained to the House of Commons, 
that this was an improvident measure : that in 
borrowing on terminable annuities, the country paid 
a higher rate of interest than in adding to the Three 
per Cents. Mr. Gladstone had not pretended that 
he borrowed at a lower rate on terminable annuities : 
what he proposed was to secure a sinking-fund ; and 
whether, knowing the loss, he would repeat such a 
proposal, is another question. 

Now, Mr. Hubbard, in showing that this loan on 
terminable annuities was borrowed at a high rate, 
did not express any opinion of the propriety of 
establishing a sinking-fund : he only complained of 
the loss occasioned by this mode of borrowing. A 
friend to sinking-funds might join with an enemy to 
them, in denouncing the improvidence of this par- 
ticular loan. The friend to sinking-funds might say 
to Mr. Gladstone : I quite approve of your arranging 
for the extinction of this debt, by a sinking-fand ; 
but I object to your scheme of terminable annuities. 



because this is a dear way of doing it ; because by 
doing it directly you would do it at less cost, and 
because therefore, your mode causes a loss to the 
public. 

Hamilton's This was exactly Hamilton's meaning. 

real meaning. He approved of the sinking-fund : he 
conceded that its existence led to increased taxation ; 
but he maintained that its actual form was not the 
best ; and as in another form it would be carried on 
far more cheaply, he pronounced that the actual 
operations caused a loss to the public. 
Sis recommen- Hamflton did not recommend that the 
dation. sinking-fund should be abandoned. He 

said that it had produced a real effect in calling 
forth exertions which would not otherwise have 
been made ; and that if the country should abandon 
the rule, on each fresh loan, of adding to the taxation 
specifically for the sinking-fund, " our measures of 
taxation might become entirely loose." What he 
did recommend was this : — that the separate estab- 
lishment of sinking-fund commissioners and their 
accounts, should be abolished ; and that the ad- 
ditional sums previously raised by taxation, should 
still be raised, and should be at once deducted from 
the loans. 

In timie of wajr. It must be remembered that he wrote 
during the war, and towards the close of that 
interminable war which made loans inevitable and 
immense. Yet even under these most adverse cir- 
cumstances, he still advised that the sinking-fund 
should be continued, but in a different form : just as 
Mr. Hubbard might advise Mr. Gladstone, not to 
abandon the project of diminishing the National 
Debt, but to efiect it directly, instead of indirectly. 
MoGulloch's We can now estimate the value of 

error. Mr. McCulloch's censures : he said that 
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tKe sinking-fund was a " pitiful juggle ; " that it was 
a " delusion, the grossest, certainly, that ever im- 
posed on any people : " and that Dr. Hamilton had 
the merit of dissipating that delusion, by proving 
that the sinking-fund, " instead of diminishing, had 
really added to the debt." Dr. Hamilton, as I have 
shown, did not regard the sinking-fund as a pitiful 
juggle, or a delusion : he did not contend that it had 
added to the debt : he did not recommend its 
abolition. He held, on the contrary, that the sinking- 
fund had caused increased taxation and a diminution 
of debt : he only proved that the form was not the 
best possible, and that by a change of that form the 
diminution of debt would be more effectually carried 
out : he recommended that the sums obtained as a 
sinking-fand, instead of being invested in the hands of 
commissioners, should be deducted from loans raised. 
Lord Oi-emville Mr. McCulloch cannot have troubled 
011 Hamilton, himself to read Dr. Hamilton : he must 
have known him only at second-hand. Now Lord 
Grenville who has the credit of giving the fatal 
blow to the system, did know what Dr. Hamilton 
recommended, and did express his own disagreement.* 

" With respect to the distinguished writer whom 
I have named, there are not a few of the topics 
on which I have most dwelt, as well as some others 
which I have not had occasion so particularly to 
notice in this essay, respecting which his opinons, 
if I rightly apprehend them, differ, I regret to say it, 
very much from mine." 

When we find such carelessness in a laborious 
compiler of statistical works, we cannot be surprised 
at misapprehension on the part of men generally. 
A recent debate in the House of Commons, famishes 
examples. 

* 2nd Edition. 1828, vii. viii. 
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V. 



Souse of Com. QN" the 4th April, 1867, Mr. DisraeH 
mons debate, ^ brought forward his budget, and 

trnt^on's F ^^^V^^^ in it Mr. Gladstone's plan of the 
'""■■• previous year, for getting rid of a con- 
siderable amount of debt. The discussion that 
followed well exhibits the ordinary sentiments of 
educated men, 

SirG.Bmmjer, Sir George Bowyer, though he has 
written a good deal, and though he is a distinguished 
defender of the faith he has adopted, has probably 
not paid any particular attention to financial topics ; 
and therefore fairly represents the predominant 
notions of highly educated men, few of whom, in 
England, do turn their attention to finance, unless 
compelled by the necessities of politics. 
condemned it. Sir George* objected to the plan for 
the reduction of the National Debt, as he had ob- 
jected to it in 1866. " The plan was nothing more 
than that of a sinldng-fund. When the £24,000,000 
was wiped off at the end of 18 years, there would be 
a surplus created of something more than £1,500,000, 
but we had got very nearly that now, so that the 
thing was as broad as it was long. As to our public 
credit, he thought that if we had to go into the 
market, we should have a better chance of making 
good terms if we could say that we had a million 
surplus, than we should have if we told borrowers 
that, at the end of 18 years, £24,000,000 of our 

National Debt would be extinguished 

In the event of a war breaking out, the Chancellor 
of the Exchequer would not be able to borrow 

* Times, 5th April, 1867 ; p. 6, col. 6. 
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money more advantageously than if these prospective 
reductions had not been determined on ; but, on the 
contrary, he would then have reason to regret that 
he had pledged himself to this increased annuity. 
Indeed the scheme was worse than the old sinking- 
fund, which might be given up at any time, and the 
surplus revenue taken. In the present instance, 
however, a pledge was made to give up the surplus 
revenue for 18 years, and even if a war broke 
out, the arrangement could not be changed." 

The leading idea in these remarks is, I believe, 
that the old sinking-fund was, beyond all question, 
bad ; and that not in form only, but even in sub- 
stance. The scheme now on foot is condemned, 
first, because it is nothing more than a sinking-fund ; 
and secondly, because it is worse even than the 
old sinking-fund. 

Mr. Huhhm-d. Mr. Hubbard followed, and also con- 
demned the proposed plan. His career as a London 
merchant and bank director, has so far modified his 
opinions, that he refrained from absolutely con- 
demning an attempt to. diminish the debt : but he 
showed the faintness of his desire [to do it, by 
declaring that so long as the duty on fire insurances 
is not again considerably reduced, the reduction of 
the National Debt ought to be postponed. 
As Uclitor of I showed before that the Spectator 
" Spectator." suggested the re-arming our forces at 
the expense of this proposed fund : Mr. Hubbard 
would reduce the fire insurance duty at the expense 
of the proposed fund : a penny in the pound added to 
the income-tax would accomplish both purposes. The 
Spectator and Mr. Hubbard agree in estimating at a 
very low rate the duty of reducing the National Debt. 
Mr. Laimg. I am more surprised to see the same 

side taken by Mr. Laing ; whose course of life 
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as a distinguislied mathematician, railway chairman, 
and Indian finance minister, should have set him free 
from ordinary prejudices. In the debate of the 4th 
April, he suggested a postponement for further con- 
sideration ; though a year's previous postponement 
would seem enough for any man. But his subsequent 
remarks showed his real disinclination to all sinking- 
fands. He said that the nation, hke an individual 
landowner, "might adopt either of two principles. 
It might either better its condition by paying off the 
National Debt by instalments ; or, continuing the 
payment of interest, it might apply aU surplus 
revenues to the improvement of the estate Por a 
long series of years the latter principle had been the 
one pursued. In the words used by the late Lord 
Sydenham, then Mr. Powlett Thomson, ' the money 
was left to fructify in the pockets of the people.' " 

Did it not occur to Mr. Laing that there were not 
two, but three ways of applying a certain individual 
revenue ? First, it might be applied to pay off a part 
of the principal of the national debt : secondly, as 
Mr. Laing says, it might be saved by the owner, and 
capitalized : thirdly, it might be. finally spent by the 
owner. Mr. Laing assumes that the money left 
in the taxpayer's pocket, will be saved, and used 
productively. But he should remember that far the 
greater part of men's incomes is spent. Even 
during the late prosperity, before the commercial 
crash of 1866, it was calculated that out of an 
aggregate income of 600 or 700 milhons, the saving 
was only 130 or 150 millions ; and this was regarded 
as an immense amoimt. In the same proportion, 
if it were proposed to levy a million a year for a 
sinking-fund, and instead of this the million was left 
to fructify in the people's pockets, the accumulation 
would be, not a million, but only one-fifth of that sum. 
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Conclusion so We See then, why the public looks 
far ; as to the askance at a sinking-fund : it does not 
public, i^Q ^}yQ taxation necessary for it ; and 

it is told by most of its leaders that the taxation 
■would be wasted. It paid cheerfully, the sixteen- 
pence income-tax to sustain the national honour in 
the Crimean war ; but it grudges a penny income- 
tax to raise the national credit. The public is so far 
right ; for in a matter that has been rendered so 
complex as this, it must take its opinions from 
its leaders : it can no more be its own financier, 
than each man can be his own lawyer or his own 
physician. 

and as to the If the political leaders are generally 
leaders. wrong, as I believe they are, there is 

less excuse for them. They have no right to take 
their opinions from writers even of reputation : they 
are bound to judge for themselves. It is a consola- 
tion however, to find such eminent exceptions as Sir 
Gr. C. Lewis, Mr. Gladstone, and Mr. Disraeli : men 
who have had their eyes opened by dealing with the 
facts of the annual budget. 



YI. 

Modern T)AIIT of this national and political 

prosperity. J_ apathy, probably the greater part, is 
traceable to the remarkable course of events during 
the present century : to the rapid increase of popu- 
lation, and the still more rapid accumulation of 
wealth. Since 1815 the English population has 
doubled and the English wealth has probably trebled. 
As a consequence, the credit of the British Govern- 
ment has risen so high that the rate of interest 
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on the debt has been reduced to a very low point. 
The principal of the debt is less than it was in 1815 ; 
the interest, which was more than 32 millions in 
1815, is now only 26 millions, including the ter- 
minable annuities. "We forget how heavily taxation 
pressed on us in 1815 ; that it was as though we 
had now to pay 100 milhons a year for interest on the 
debt, instead of one-fourth of that amount. If our 
debt had grown to 2,000 milhons, and our interest 
to 100 millions, we should have heard abundant 
outcry as to the necessity of reducing both. A 
sinking-fund would have been the text of many 
political discourses. 

Will it last ? We are so accustomed to the wonders 
of recent industrial successes, that we cease to ask 
how long this prosperity is to continue. We have 
been lately startled by a statement that our coal, 
the basis of our manufacturing success, is in a way 
to be exhausted. WhetJier this is true or not, it is 
certainly the dictate of wisdom, that during pros- 
perity we should prepare for adverse circumstances. 
England would no doubt, continue to be a very 
considerable country, even if its manufacturing pre- 
dominance ceased ; as it was a considerable country 
before that manufacturing predominance existed. 
Its land and its agricultural skill, with the security 
attending its orderly but free government, must 
keep it in the first rank of European nations. But 
a failure of manufactures, and therefore of com- 
merce, would involve a diminishing population, 
a falling revenue, and a pressure of taxation. If 
that time should come, I fear that our posterity 
would curse the apathy of their progenitors, who at 
a trifling sacrifice to themselves, might have made 
such arrangements as to wipe ofi" the debt they had 
incurred. 
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VII. 



Supposed oon- QOMB persons imagine that to main- 
fiscation of KJ tain a sinking-fund is impossible ;* 
smking-fund for that even if it were established during 
m war tvme. peace, it would be confiscated for war 
purposes on the breaking out of hostilities. But 
this objection is founded apparently on a vague 
notion that a sinking-fund consists of something 
that either is tangible property, or that can be 
converted into tangible property. Now a sinking- 
fand is only a surplus of taxation beyond expendi- 
ture, formally applied to the reduction of debt : the 
sinking-fund of 1716 pretended to nothing more : 
that of 1786 attempted to add the application 
of compound interest ; so that a million £ of 
surplus taxation applied this year, should accumu- 
late at compound interest, and amount in 14, 
18, or 20 years to 2 millions £ : both these sinking- 
fands diminished the debt. It is true that on the 
breaking out of war, and the consequent raising of 
loans, as the surplus taxation ceased, the operation 
of the sinking-fund ceased in reality if not in name. 
But there was no confiscation ; there was only 
cessation : so far as the sinking-fund acted, it 
diminished debt and that was all. 



* They may quote the authority of Adam Smith (V. III. pa. 418 Ed. 
1 839) , who says that a sinking-fuud is certaiil " to be misapplied towards 
defraying all the extraordinary expenses which occur in times of peace." But. 
he founds this opinion on another ; that in times of peace, a people will not 
submit to a new tax. He wrote just before 1 786, the year in which Pitt 
established his sinking-fund, and provided a million a year of surplus taxation 
to feed it : this fund, as we shall see, was carried on in good faith, so long as 
peace continued. If Adam Smith therefore,^ had written ten years later, his 
opinions would have been qualified by his own experience. Probably Pitt, 
who was a, disciple of Adam Smith, acted partly under the advice of hia 
master. 



Beality of That national debts can be diminished 

dnking-fvmls. ig proved by facts. To say nothing of 
the results of Mr. Pitt's scheme, our debt was 
diminished between 1727 and 1739, by 6 millions 
£, an amount perhaps as great as 50 or 100 
millions £ would be now : after the conclusion of 
the Seven Tears' War, between 1763 and 1775, 
our debt was again diminished by 6 millions <£, an 
amount perhaps as great as 30 or 50 millions £ 
now: between 1815 and 1838 it was diminished 
by nearly 74 millions £, an amount perhaps as 
great as 150 millions £ would be in 21 years 
from the present time. In the United States 
the Federal Government has more than once paid 
off the whole of its debt, and at one time after 
having done this had a surplus income which it lent 
to the particular States, and is still owing by them. 
But the most remarkable example is that of Holland. 
According to M. Maurice Block,* the Dutch Govern- 
ment, between 1850 and 1861, paid off nearly 200 
millions of florins ; that is, taking the florin at 
Is. 8Jd., the sum paid off was nearly 1| millions 
£i a year; a sum as great as 11 or 12 millions a 
year would have been for us. The table given by 
M. Blockjt for the longer period, 1847-61, makes 
the reduction of debt only about a million a year, or 
a sum as great as 8 millions £ a year would have 
been for us. If for this longer period of 14 years, 
we had done our duty as the Dutch did theirs, we 
should have lessened our debt by 112 millions, 
instead of allowing it to grow to a rather higher 
amount than that of 1838. If we had done the same 
thing since 1838, our debt would now have been 
550 millions instead of 800 millions £. 



' Puissance Comparee," Gotha, 1862., p. 99. t lb-, P- 164.. 

B 
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In the face of these facts, it is trifling to talk of 
any impossibility in maintaining a sinking-fund ; 
unless it should be whimsically maintained that to 
save by fits and starts is more efl&cacious than to 
save with system and regularity. 



VIII. 

CONCLUSIONS. 

THE conclusions then, at which I arrive in this 
chapter are the following. 

An efficient sinking-fund is not to be obtained by 
any trick of figures, but by an honest surplus of 
national income above national expenditure. 

At the same time, the amount of sacrifice required 
from the ratepayers, depends very much on the time 
when the sacrifice is enforced : a sum less than 
the cost of a single year's war, levied now and 
left to accumulate at compound interest, would in 
a hundred years pay off" our whole debt ; the same 
sum levied a hundred years hence, would do little 
more than pay one year's present interest. 

This fund however, ought to be so raised as not 
to diminish the productive powers of the country : 
if it were so raised as to render capital scarce, the 
national loss might be greater than the national gain. 
Since however, the sum would not be spent but 
would only change hands, and since it would not be 
half or perhaps a third of the annual savings of the 
nation, any fear of mischief in this way, seems to me 
futile. 

The public distaste to a sinking-fund is accounted 
for principally by the failure of that of 1786, which 
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was continued with modifications till 1829 : this 
failurej as I shall show afterwards, was not so 
decisive as we have been told ; and it is altogether 
untrue that Dr. Hamilton condemned sinking-funds 
generally : the dreadful wars between 1793 and 
1815 are responsible for the disappointment. 

Besides this, we have become so familiar with 
debt, that we forget the great and inciu-able evil 
attached to it : we overlook the fact that in each 
generation we pay as much for interest as the 
amount of the priucipal, without thereby diminishing 
the debt : that since 1815 we have paid the debt 
nearly twice over. 

I show that since 1838, the principal of our debt 
has not dimitiished : but that it is possible to reduce 
the amount, is proved by our own successful efforts 
in the reign of George II., and again between 1763 
and 1775, between 1786 and 1798, between 1815 
and 1838 : it is proved by the action of the United 
States' Federal Government formerly ; it is proved 
above all by the example of the Dutch, who have 
paid off in 14 or 15 years an amount so large that 
if we had made equal efforts, our debt would 'have 
been reduced by 250 milHons £. 



CHAPTER II. 

HISTORY OF BEITISH SINKING FUNDS. 



IN my former chapter, I have recalled those first 
principles on wHcli all repayment of debt must 
be founded. I have shown also, that the very- 
name of a Sinking-Fund is become unpopular, and 
is regarded even by judicious men as a word of 
reproach ; so that to pronounce any financial scheme 
to be a sinking-fund is to say that it is worse than 
Utopian ; that it is something like a swindle on the 
public. 

I propose in the present chapter, to lay before my 
readers a brief history of past sinking-funds ; that it 
may be seen by what means these notions arose, 
and how far they are well founded. 



II. 

Origm of our f\^^ ancBstors till towards the close of 
debt : \J the Stuart dynasty, knew nothing of 

a National Debt : the King owed money which he had 
spent for private or for public purposes ; but the 
credit of the nation was not pledged for repayment. 
In 1688, the whole national debt was little more 
than half a million. 
after 1688. During the reign of William and Mary* 

* Mc.Cnllooli's " Adam Smith " 1839. 619. 
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liowever, large loans were contracted for carrying 
on the war against Louis XIV. ; by 1702 the debt 
had increased to 16 millions ; and since at that time 
it was as difficult to raise 5 millions of taxes as it 
would now be to raise 100 millions, a debt of 16 
millions was a very considerable one. 
Queen Anne. But the "War of the Succession, ending 
in the Peace of Utrecht, led Queen Anne and her 
Parliament to borrow still more largely : at the 
close of her reign the nation owed 54 millions. 
There was an audacity in the proceeding which 
"resembled the recent one of the United States in 
borrowing an amount ten times as great. 

In the eyes of the nation, excepting the Jacobite 
minority, the money was well spent : for though the 
Peace of Utrecht was believed to have weakly given 
up the advantages we had gained, and to have 
shamefully abandoned our allies the Catalans, yet 
the effect of the whole war was to reduce the French 
nation to the utmost distress, and to so quell its 
restless spirit that for eighty subsequent years 
Europe was free from French dictation. 

However audaciously a debt has been incurred, 
the interest must be paid ; and the finance minister 
must have looked with dismay at the necessity of 
providing 3J millions, which was the annual charge. 
To us this appears a small sum, but it was a large 
proportion of the public revenue, which at the 
beginning of the eighteenth century was only 5 
millions, and which was thought to have increased 
wonderfully, when, during the reign of George II., it 
reached 8-^ millions.* 

The alarm that was felt lest the nation should be 
unable to bear this heavy burden, and lest its credit 



* Leone Levi, " Taxation " 15. 
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should be so impaired that future war loans would 
be impossible, led to the establishment of our first 
sinking-fund : and so steadily and honestly was this 
fand managed, that during the years between 1721 
and 1 738, the debt instead of being increased, was 
diminished by 8 millions, while the annual interest 
was diminished by one-fourth. 



III. 

Smkmg-ftmd QINKING-FUNDS are no new inven- 
1716; Dr. ^j tion : Adam Smith* speaks of one in 
Price' saccowit. Holland in 1655, and of another in the 
Ecclesiastical State in 1685. A French writer how- 
ever,t seems to attribute the invention to us. As to 
the measure of 1716, Dr. Price J gives the following 
account. 

" The sinking-fund was established in the year 
1716, or soon after the accession of the present 
family, at a time" when the public debts, though not 
much more than a third of what they are now,** were 
thought to be so considerable as to be alarming and 
dangerous. It was intended as a Saceed Deposit 
never to be touched; the law which established it 
declaring, that it was to be applied to the payment 
of the principal and interest of such national debts 
and incumbrances, as had been incurred before the 
25th o{ December, 1716; and to no other use, intent, 
or purpose whomever. — The faith of Parliament, 
therefore, as well as the security of the kingdom, 

* " A. Smith," V. iii. pa. 418 of ed. 1839. f ^c*' <*« I'Econ. Pol. 
Vol. I. 684 2. J Price, " Berersionary Payments," 4th ed. I. 208. 
** That is before the debt contracted for the American war. Dr. Price 
wrote on the subject first in 1V72. (Hamilton 1813 pa. 98.) 
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seemed to require, that it should be preserved 
carefully and rigorously from alienation. But, not- 
witlistanding this, it has been generally alienated ; 
and the produce of it employed, in helping to defray 
such current expenses as the exigencies of the state 
rendered necessary, 

" In order to justify this, it has been usual to 
plead, that when money is wanted, it makes no 
difference, whether it is taken from hence, or pro- 
cured by making a new loan. But in truth the 
difference between these two methods of procuring 
money is no less than infinite. For by employing 
the SiNKiNG-FuND in bearing current expenses rather 
than borrowing new money or new fands ; the state, 
in order to avoid giving simple interest for money, is 
made to alienate money, that must have otherwise 
been improved at compound interest : and which, in 
time, would have necessarily increased to any sum. 
Had a faithful use been made from the first, of only 
one Thied of the produce of this fund, the greatest 
part of our present debts would now have been 
discharged." 

Hisfmida- This quotation exhibits Dr. Price's 

mental notions, leading notions : first, that a nation 
should borrow at simple interest, and accumulate a 
sinking-fund at compound interest ; secondly, that 
when the Government has to procure funds beyond 
the produce of the taxes, the necessary sum should 
be borrowed rather than taken from the sinking- 
fund. I will postpone further consideration of these 
two propositions till my next chapter; because I 
have undertaken in this chapter to supply only a 
history of facts and opinions. 

Br. Hamilton's Dr. Hamilton in his account is, 
accotont. natiirally, free from that enthusiasm 

which distinguishes Dr. Price ; who when writing. 



32 

thouglit himself the first inventor of the sinking-fund 
at compound interest; though he afterwards candidly- 
confessed that he had found himself anticipated, 
in a pamphlet of 1726, which had reached at least 
four editions.* 



" SIR ROBERT WALPOLB'S SINKING-FUND. 

" The first plan for the discharge of the National 
Debt, formed on a regular system, and conducted 
for some time with a considerable degree of firmness, 
was that of the sinking-fund, established in 1716, 
under the administration of Sir Robert Walpole. 
The taxes which had been laid on before for limited 
periods, being rendered perpetual, and distributed 
among the South Sea, Aggregate, and General Funds, 
as has been mentioned already,! and the produce of 
these fiinds being greater than the charges upon them, 
the surplus ses were united under the name of the 
sinking-fiond, being appropriated for the discharge of 
the National Debt. The legal interest had been 
reduced from six to five per cent, above two years 
before, and as that reduction was conformable to the 
commercial state of the country, Government was 
now able to obtain the same reduction on the interest 
of the pubhc debt, and apply the savings in aid of 
the sinking-fund. In 1727, a further reduction of 
the interest of the public debt from five to four per 
cent, was obtained, by which nearly £400,000 was 
added to the sinking-fund. And in the year 1749, 
the interest of part of the debt was again reduced to 
three and a half per cent, for seven years, and to ■ 
three per cent, thereafter ; and in 1750, the interest 

* Price, " Beversionary Payments." 1. 209. 
+ Hamilton's Inquiry. 1813. 95. J lb. pa. 67. 
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of the remainder was reduced to three and a half 
per cent, for five years, and to three per cent, there- 
after, by which a further saving of near £600,000 
was added to the sinking-fund. 

" The opinion, strongly urged since by Dr. Price, 
seems to have been entertained at that time, of the 
importance of applying the produce of the sinking- 
fund invariably to the discharge of the National 
Debt, or borrowing by new loans when the public 
exigencies required it. Accordingly the following 
sums were borrowed towards the supplies, from 1718 
to 1731, being a period of peace. 

In 1718 £505,995 

1719 312,737 

1720 500,000 

1721 1,000,000 

1722 

1723 

1724 

1725 500,000 

1726 370,000 

1727 1,750,000 

1728 1,230,000 



6,168,732 

In 1729 £550,000 

„ 1730 1,200,000 

„ 1731 500,000 



8,418,732 



" The sums applied from the sinking-fund to the 
discharge of the National Debt, from 1716 to 1728, 
amounted to £6,648,000, being a very little more 
than the additional debt contracted in that time. 

" In 1728, the sinking fund was charged with the 
interest of the loan, and this was also done in the 
loans of the following years, and the additional taxes 
imposed for the payment of the interest of the loans, 
were applied directly to that fund. 

" Soon after, the plan of preserving the sinking 
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fund inviolate, and borrowing by new loans, was 
abandoned. In 1 733, £500,000 was taken from the 
sinking-ftmd towards the supplies of the year. In 
1734, £1,200,000 was taken from it for the same 
purpose; and in 1735, it was anticipated and 
mortgaged. Since that time, the operations of the 
sinking-fund, in time of peace, have been feeble, its 
produce being often diverted to other purposes : and 
at that time, the nation had no other free* revenue, 
except the annual land and malt taxes, which were 
inadequate to the expense of a peace establishment 
on the most moderate scale. It was therefore 
necessary to have recourse to the sinking-fund, 
or to the inefl&cient system of discharging old debts 
and contracting new ones. In the peace which 
followed the treaty of Utrecht, being a period of 26 
years, the longest which the nation ever enjoyed, 
the amount of debt discharged was only £7,328,355. 
In time of war its produce was applied to the 
service of the year, and loans only made for the 
additional sums wanted. 

" The produce of the sinking fund at its com- 
mencement, in 1717, was £323,439 

Medium annual prodtice, from 1717 to 1726, 

both inclusive 577,614 

1727 to 1736 1,132,251 

1737 to 1746 1,062,170 

1747 to 1756 1,356,578 

1757 to 1766 2,059,406 

1767 to 1776 2,584,250 

* By free revenue is meant, I believe, a revenue not pledged for payment 
of interest of a particular loan. At that time, and long afterwards, the 
Government when it borrowed, pledged some permanent tax for payment 
of the interest ; just as Mexico or Turkey now borrows, and pledges the 
custom duties for the interest. The free revenue was the revenue not so 
pledged. This explains the term Junds, about which Gobbett made himself 
merry : people, he said, imagined the existence of a strong box in which these 
funds were locked up j and they had no notion that the fimds had been already 
spent. But so long as a loan was contracted on the pledge of a specific tax, 
the funds meant, the proceeds of the tax so hypothecated. 
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" It seems -unnecessary to trace the operations 
of this sinking-fund further. It was continued 
nominally in the accounts of the exchequer, until 
the establishment of Mr. Pitt's sinking-fund in 1786, 
but did little in time of peace, and nothing in time 
of war, to the discharge of the national debt. Dr. 
Price says, that at the time he wrote, in 1772, it had 
afforded about 20 millions towards the payment of 
the national debt in 66 years, being nearly £357,000 
annually, at an average. If from this sum of 20 
millions, we subtract the debt contracted from 1716 
to 1728, the remainder is nearly equal to the debts 
discharged in the periods of peace which followed the 
treaties of Utrecht and Aix-la-Chapelle." 
Price and It will be Seen that Dr. Price and Dr. 

Hamilton Hamilton differ much in the spirit which 
compared. animates them : Dr. Price regards the 
sinking-fund as a Saceed Deposit; Dr. Hamilton 
analyses it with the coolness of a professor. 
Prwe and Dr. Price and Lord Grenville differ 

Grenville no less. Lord Grenville attributes the 
compa/red. alienation of the fund to the sagacity of 
Sir Eobert Walpole. " The ministers," he says,* 
"frequently supported their sinking-fund by bor- 
rowed surpluses, and this not in war only, but in 
peace. They seem to have thought it no contradiction 
to increase debt in the very moments of professing to 
reduce it. But so great an inconsistency did not 
long escape the sagacity of Walpole ; a minister, who, 
in some other instances, no less than in this, seems 
not a little to have outrun the wisdom of his con- 
temporaries. By measures which, notwithstanding 
all the clamour of his opponents, it would be very 
difficult to censure on any just ground of reasoning, 

* Grenville, Essay, 1828, 16. 
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he diverted tlie sinking-fund from these unreal and 
simulated operations." 

Dr. Price's view of the alienation is singularly 
different from this.* " From some publications in 
] 726 it appears that some persons had been led to 
apprehend this zeal of the ministry would not be 
permanent, because it was not their interest to pay 
off the public debt, on account of the dependence 
and influence created by it. In answering this 
objection, the writers on the side of the court called 
such an apprehension a,n indecent jealousy , and took 
upon them to assure the public, ' that in no possible 
exigence of affairs could our ministers ever approve 
of or recommend the alienation of the sinking-fund.' 
Happy would it have been for Britain had this 
proved true : But in a little time it appeared, that 
the apprehensions which had been styled indecent 
jealousies, were too well grounded. Men in power 
came soon to see, that this fund was advancing too 
fast in its operations, and to change their zeal for it 
into a resolution to destroy it." 

Over-refim- Both Lord Grenville and Dr. Price seem 

merds. to me to have given over-refined reasons 

for a plain matter. Lord Grenville regards Sir 
Robert Walpole's proceedings as the result of extra- 
ordinary financial sagacity : Dr. Price regards them 
as the result of a fear that the nation should too 
soon get out of debt. I fancy that if Sir Robert 
had anticipated such assertions, a horse-laugh would 
have been his reply. 

Walpole's al- Walpole was, no doubt, a very saga- 
Jeged sagacity, cious statesman : the aim of his policy 
was to keep the Jacobites from upsetting the settle- 
ment of the crown on the Brunswick line : to do 

* " Eeversionary Payments." 1783. I. 216. 
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this it was highly important to avoid irritating the 
country with heavy taxes. This explains why in 
1 733,* when, " in order to keep the land tax at one 
shilling in the pound, it was necessary either to 
borrow half a million for the current service, or to 
take half a million from the sinking-fand, the last 
method was chosen." Probably a wise proceeding; 
but the sagacity was political, not financial. 
Alleged fears -^^ ^o ^r. Price's explanation, that 
of extliidion Walpole and his friends feared to see the 
of delt. nation out of debt, some proof should 

have been offered of the existence of alarms so 
unusual. Many nations have repudiated their debts : 
many have partially repudiated them by arbitrarily 
lowering the interest : I never heard of an authen- 
ticated instance of national lamentation over the 
disappearance of debt. 

Explanation. The entire proceedings seem to me 
simple. After the peace of Utrecht, the novelty of 
a large public debt caused great alarm : the Patriots 
proclaimed national ruin : the Whigs feared that if 
war broke out again, the exhaustion which had 
actually overtaken France, would be our fate too. 
The debt must be diminished. The' sinking-fund 
therefore was established. As the result, the prin- 
cipal payed off was not very great ; but the return 
of prosperity and public credit enabled the Govern- 
ment to lower the rate of interest, just as happened 
a century later, after the battle of Waterloo had 
wound up the Napoleonic drama. From 6 per cent, 
the rate was reduced to 6, 4, and long afterwards to 
3 : and the annual charge fell between 1718 and 1738 
from 3 millions to 2 millions. Our annual charge 
has fallen from 32 millions to 26 : the fears which 



* Price's " Beversionary Payments." 1783. 217. 
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oppressed us in 1816 have ceased. The nation 
then, like the nation now, was unwilling to be taxed 
for further reduction of the debt. There is no need 
to resort to further explanations ; neither to the 
extraordinary financial sagacity of Walpole, nor to 
the indecent jealousies of politicians. 



IV. 



1716 fo 1786. 



DURING the seventy years that fol- 
lowed 1716, nothing new was done. 
A thinker here and there may have grumbled at 
the national carelessness which failed to diminish 
the debt, and after 1741 much increased it. I have 
mentioned the candour of Dr. Price in confessing 
that a pamphet of 1726, which went through several 
editions, anticipated his scheme of a fund at com- 
pound interest. 

1727 to 1763, Any large addition to the debt, seems 
wnd to 1775. generally followed by a cry for a sinking- 
fund. During the reign of George II. there was such 
an addition ; for including the three first years of 
George III., during which time the seven years' war 
was concluded, the debt rose from 52 millions to 132 
millions. Yet there was no new sinking fund. That 
of 1716 however, still kept its place in the accounts 
of the exchequer: efforts were .actually made to 
reduce the debt; and in the twelve years ending 
with 1775, there was paid off no less than 6 millions. 
1775 to 1784. Then, unfortunately, broke out the 
war with the American colonies ; which cost us vast 
sums unprofitably spent, and left us with a debt of 
245 millions : a sum nearly twice as great as that of 
1763, and nearly five times as great as that of 1727. 
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Tlie annual charge was comparatively low; for it 
was only 9i millions, or less than 4 per cent. ; 
whereas in 1714, on the small amount of 36 millions, 
it had been above 8 per cent. 

National dis- The nation however, was greatly dis- 
couragement : couraged by its failure to conquer the 
Adami SmUh. Americans ; by its loss of old colonies ; 
and by the extravagant debt it had incurred. Even 
the philosophical Adam Smith, who clearly saw the 
fallacies of the colonial system, appears to have felt 
humihated at the reduction of the empire ; just as 
many philosophers among ourselves would feel, if 
our Indian possessions w^ere suddenly torn from us. 
The following are the last sentences of the "Wealth 
of Nations," which was published at the opening of 
the war. 

" If the colonies, notwithstanding their refusal to 
submit to British taxes, are still to be considered as 
provinces of the British empire, their defence in 
some future war may cost Great Britain as great an 
expense as it ever has done in any former war. The 
rulers of Great Britain have, for more than a century 
past, amused the people with the imagination that 
they possessed a great empire on the west side of 
the Atlantic. This empire, however, has hitherto 
existed in imagination only. It has hitherto been, 
not an empire, but the project of an empire ; not a 
gold mine, but the project of a gold mine ; a project 
which has cost, which continues to cost, and which, 
if pursued in the same way as it has been hitherto, 
is likely to cost immense expense, without being 
likely to bring any profit ; for the efiects of the 
monopoly of the colony trade, it has been shown, 
are to the great body of the people, mere loss instead 
of profit. It is surely now time that our rulers 
should either realise this golden dream, in which 
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they have been indulging themselves, perhaps, as 
■weU as the people, or that they should awake from 
it themselves, and endeavour to awaken the people. 
If the project cannot be completed, it ought to be 
g-iven up. If any of the provinces of the British 
empire cannot be made to contribute towards the 
support of the whole empire, it is surely time that 
Great Britain should- free herself from the expense of 
defending those provinces in time of war, and of 
supporting any part of their civil or military estab- 
lishments in time of peace, and endeavour to 
accommodate her future views and designs to the real 
mediocrity of her circumstances. 

This was written at least seven years before the 
conclusion of peace ; and it seems that Adam Smith 
regarded the probable loss of the colonies as a reduc- 
tion of the empire to a mediocrity of circumstances, 
and as a humiliating necessity. We may guess how 
it must have been felt by other men of a less dis- 
ciphned character, or who believed that the colonies 
were a source of profit. The war went on, until 
the European aid given to the Americans made the 
struggle hopeless; and the French, whom we had 
turned out of Canada twenty years before, saw us 
turned out of New England and New York and 
Virginia, and all the thirteen provinces. 
Gen&ralreso- The debt would have been heavy 
lution to lessen enough if it had been accompanied with 
the deU. success : with failure added it could 

hardly be borne. There was an outcry for a re- 
duction : not by repudiation or unjust lowering of 
interest, but by repayment of principal. So obvious 
was the necessity of doing something, that it was 
unnecessary to prove it. Mr. Pitt* "began with 

* Annual Register, " Hist. Europe," 1786. 114. 
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observing, that the necessity we were under of adop- 
ting some means or other for the diminution of our 
National Debt, was a point upon which aU persons 
and parties were universally agreed," 
Dr. Price, 17 73. Dr. Price, as early as 1773, had urged 
the dangerous condition of a nation which was always 
borrowing and never paying.* " The practice of 
raising the necessary supplies for every national 
service, by borrowing money on interest, to be con- 
tinued till the principal is discharged, must be in the 
highest degree detrimental to a kingdom, unless a 
plan is settled, for putting its debts into a regular and 
certain course of payment. When this is not done, a 
kingdom by such a practice, obHges itself to return 
for every sum it borrows, infinitely greater sumss 
and, for the sake of a present advantage, subject, 
itself to a burden which must be always growing 
heavier and heavier, till it becomes insupport- 
able. 

" This seems to be now the very state of this 
nation. At the Revolution, an era in other respects 
truly glorious, the practice I have mentioned began. 
Ever since, the public debt has been increasing fast, 
and every new war has added much more to it, than 
was taken from it during the preceding period of 

peace No resources 

can be sufl&cient to support a kingdom long in such 
a course. 'Tis obvious, that the consequence of 
accumulating debts so rapidly ; and of m.ortgaging 
posterity, and funding for eternity, in order to pay 
the interest of them; must in the end prove 
destructive. Rather than go on in this way, it is 
absolutely necessary, that no money should be 
borrowed, except on annuities, which are to termi- 



* Eerersionary Payments, 1783, 1. 181. 

G 
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nate* within a given period. Were this practised, 
there would be a Limit beyond which the national 
debts could not increase ; and time would do that 
necessarily for the public, which, if trusted to the 
oeconomy of the conductors of its affairs, might pos- 
sibly never be done." 

Apology for In Order to do justice to Dr. Price, 
Br. Price. the whole of his opinions ought to be 
taken into account. If the population of Great 
Britain had been stationary, the progress of the 
debt would have been ruinous. Let us look again 
at the amounts of principal and interest, f 

Principal. Interest. Annual Payments. 

1689 £661,263 £39,855 say 40 thousand £ 

1703 £16,394,702 61,310,942 say 1^ millions. 

1714 £54,145,363 £3,351,358 say 3i millions. • 

1763 £138,865,430 £4,852,051 say 5 millions. 

During the wars of William and Mary, an annual 
taxation of 6 millions was regarded as heavy : sixty 
years later the same 5 millions only paid the interest 
of the debt. With a stationary population such an 
augmentation of charges must have issued in national 
bankruptcy. 

Population ^^^ population indeed, was not sta- 

not really tionary. Nor did Dr. Price believe that 
stationary. it was Stationary. He thought it was 
worse than this : he offered proof that it had 
diminished. He shared this error with many other 
thinkers : no thanks to the Bishops, who by their 
votes and influence in the House of Lords f had 
thrown out at the close of George the Second's 

* Terminable annnities are still the favourite resource of speculatiTe 
financiers. It is conceded however, that they are a very improvident form 
of sinking-fund, and open to precisely the objection made to Mr. Pitt's 
scheme, that of doing their work at the expense of a great loss to the 
nation. I will enter on this topic again. 

+ Mc CuUoch's " Adam Smith." 1889. 619. 
J Lord Colchester's Diary, 1. 84., says about the year 1753 or 1^54. 



43 

reign, a bill for numbering the people. Price had 
taken pains to satisfy himself as to the facts ; he had 
compared the deaths and baptisms of the town of 
Northampton : he had assumed erroneously, that 
all children born were baptised; and finding that 
the deaths outnumbered the baptisms, he concluded 
that Northampton was gradually being depopulated. 
This seems to us a slender foundation to rest on ; 
just as a writer now would be deemed to build on a 
slender foundation, who told us that the population 
of Macclesfield is stationary, and therefore the 
population of England is stationary. I do not sup- 
pose however, that Price founded his own opinion on 
the ^orthampton facts: probably these only sup- 
ported a foregone conclusion in his own mind, and 
furnished the means of impressing the public. 
But if it had If population were stationary, the 
lem. progress of the debt was alarming : if 

population were diminishing, bankruptcy was in- 
evitable. Even with a diminishing population 
indeed, wealth may increase : we see now, that in an 
over-peopled country, a reduction of population is 
the very thing wanted to increase wealth ; just as in 
a besieged town, to turn out the non-combatants adds 
to the resources of the defenders. But the theory of 
population was not then understood. It was not 
known that by the progress of civilization, and the 
consequent reduction of infant mortality, there had 
arisen a tendency in western Europe to over-popula- 
tion : it had not been discovered that the tendency 
to depopulation, which is still found among the Eed 
Indians, and in parts of European Russia, had quite 
ceased among ourselves. 

Aoimal iMcvease. In 1 801 the population of England was 
9 milHons : it is now more than 20 millions. Sup- 
pose that instead of more than doubling it had fallen 
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to 8 or 7 millions. Dr. Price's vaticinations would 
have proved true : we could not have paid our debts 
and maintained our place among European nations. 
Girammtcmces We are justly proud of being able to 
favoured us. say, that since the Revolution, nearly 
two hundred years ago, the nation has never failed 
in its engagements ; nor can it be denied that the 
fact is just matter for rejoicing : but we ought to 
remember that circumstances have favoured our 
sense of justice; and that without the growth of 
manufactures, naturally followed by the extension 
of commerce, and also of agriculture, we must have 
broken down under the burden of our- debt. Dr. 
Price, on his own hypothesis of a decreasing popu- 
lation, was perfectly right. 



Y. 

1786: Pitt's npHE war with the American colonies 
sinhing-fvmd : J_ then, and the vast additional debt 
Kim.g's speech, caused by it, had driven the nation to 
resolve on a new sinking-fund : the King's speech 
prepared the Houses for an intended measure. 
Cormnittse The Annual Register* gives the fol- 

appointed to lowing statement. " Mr. Pitt had early 
investigate in this session taken notice of that part 
finances ^f jjjg Majesty's speech which related to 

the necessity of providing for the diminution of the 
National Debt ; he had at the same time given the 
House to understand that such was the present 
flourishing condition of the revenue, that the annual 
national income woidd not only equal the annual 

* Annual Eegiater. " History of Europe." 1786. p. 111. 
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national disbursements, but would leave a surplus of 
considerable magnitude ; tliis surplus, he said, lie 
meant to form into a permanent fund, to be con- 
stantly and invariably applied to the liquidation of 
the public debt. In pursuance of this information 
to the House, and in order to ascertain the amount 
of the surplus in question, Mr, Pitt, previous to his 
entering into the state of the finances, or ways and 
means for the present year, moved, " That the several 
accoimts and other papers presented that session, 
relating to the public income and expenditure, be 
referred to the consideration of a select committee, 
and that the said committee be directed to examine 
and report to the House, what might be expected to 
be the annual amount of the income and expenditure 
in fiiture." 

Tlieir report. The committee presented this balance 
sheet. 



EECEIPT. 



From Michael- From 5th 

mas 1784, to January 1735 • 

Michaelmas to 5th 

1785. January 1785. 



1 Total net payments into the Ex- 
chequer, from Michaelmas 1784 to 
Michaelmas 1785 £12,321,520 

Deduct therefrom the respited duties 
paid by East India Co. £401,118 

Excess beyond future amt. 

of window duties 46,189 

447,307 11,874,213 

1 Total net payments into the Ex- 

chequer, from 5th January 1785 to 

5th January 1786 12,499,916 

The respited duties paid by East 

India Co £401,118 

Excess beyond future amt. 

of window duties 56,101 

457,219 

2 Further produce of window duty imposed by the 

24th George III 

3 Further produce of duty on two-wheel and four- 

wheel carriages 

Carried forward £12,313,650 12,403,417 



380,056 


12,042,697 
253,534 


59,281 


107,186 
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Brought forward £12,313,650 12,403,417 

4 To complete {sic.) the former duty on male ser- 

vants 26,803 42,444 

5 Further produce of the duties on horses, wagons, 

and carts 56,829 73,610 

6 Further produce of taxes imposed, 1784 103,000 22,000 

7 Ditto ditto ditto, 1785, including 

the improvement of the medicine duty 265,000 242,000 

8 Paid at the excise and alienation ofi&ce, in part of 

eivillist 14,000 14,000 

9 Produce of the land and malt .". 2,600,000 2,600,000 

£15,379,182 15,397,471 



EXPENDITUEE. 

10 Interest and charges of public debt £9,275,769 

11 Exchequer bills 258,000 

12Civillist 900,000 

13 Charges on aggregate fund 64,600 

14 Navy 1,800,000 

14 Ordnance, (sic.) 848,000 

14 Army, (sic) 1,600,000 

15 Militia 91,000 

16 Miscellaneous services 74,274 

17 Appointed duties 66,538 



14,478,181 14,478,181 



Annual surplus 901,001 919,290 

Besults. It would be out of place here to ana- 

lyse this Balance Sheet : but a recent Chancellor of 
the Exchequer might be excused some regrets, on 
finding that our present peace establishment for 
army and navy is six times as great as that of 1786 : 
though, as Mr. Pitt said, " the committee, in calcu- 
lating the expenses of the different services, had 
purposely gone upon the largest and most expensive 
establishments" (p. 114, col. 2); and that the 
estimate with respect to the navy, army, and 
ordnance, "was large and ample, as calculated for 
times of peace" (p. 115). On the other hand, the 
9i millions for interest and management of debt, 
was a far heavier burden, population and wealth 
considered, than our present 26 or 26 millions. 
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The account Tte Committee's Balance Sheet is far 

not a Bvdget more favourable than might have been 
lut a general expected, at the conclusion of a long 
es una e. -^ar^ carried on at a great distance, with 

a profusion then unexampled. But Mr. Pitt's speech 
explained that the balance sheet was not what we 
understand by a Budget : that it was only an 
estimate of what might probably be the permanent 
income and expenditure of the country if peace were 
maintained. Ample, he said, as were the amounts 
stated for military and naval expenses, " as calculated 
for times of peace, and as they were to stand in future, 
yet it fell infinitely short of what was the actual ex- 
penditure for those establishments for the present 
year, or what would be for two or three years to come. 
The effects of the late tedious and expensive war 
would be felt for some time longer ; and the neces- 
sary claims it had left on the public purse were such 
as it was wise and politic to comply with. Thus, 
for instance, the naval half-pay and pension lists 
were unavoidably much increased, and a number of 
ships which were now on the stocks, were to be 
completed, in order to save the expense that had 
already been incurred by them, and which otherwise, 
from the total decay of the vessels, would be lost." 
There was a similar actual excess of expenditure in 
the army. Taking the two services together, " these 
exceedings above what was stated in the report as 
the amount of their permanent expenditure, was 
above £760,000." However, " this was a sum, 
which from its very nature would gradually diminish, 
and' in time be reduced to nothing. Supposing it 
to last four years, it would then be equal to a sum 
of 3 mUhons." Mr. Pitt beheved that this would be 
provided for without any fresh taxation ; " such 
were the extraordinary resources of the country." 
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These estimates may have been well founded : 
England was feeling the results of that manufac- 
turing and commercial prosperity which had for 
some time set in. But everything depended on the 
maintenance of peace. Pitt assumed that England 
would have no farther wars for many years ; nor is 
it any discredit to him that he did not foresee the 
French Revolution, the subversion of European 
order, and the genius of Napoleon. A few years 
afterwards we were hiu-ried into hostilities with 
France, and for twenty years expended men and 
money to an extent never dreamed of by the wildest 
politician. The French Revolution spoilt all. 
Additional Yet this effort appears to have done 

taxation. something, for it caused an increase of 
taxation. In order to make up the necessary 
annual amount for the proposed sinking-fund, Mr. 
Pitt at once levied a fresh tax on spirits, which with 
a slight addition from another source, was expected 
to realise £100,000 a year. This indeed, was a 
small sum even for that period. But it is probable 
enough that in the absence of this project for paying 
off debt, the taxation might have been reduced, 
either at once', or before the French war broke out 
seven years later. 

The measure M^. Pitt then, proposed that " in 
proposed. order to insure the due application of 

this fund to its destined object" Parliament should 
" vest in a certain number of commissioners the full 
power of disposing of it in the purchase of stock for 
the public in their own names. These commissioners 
should receive the annual million by quarterly pay- 
ments of £260,000 to be issued out of the exchequer 
before any other money, except the interest of the 
National Debt itself ; by these provisions, the fund 
would be secured, and no deficiencies in the national 
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revenues could affect it, but such must be separately 
provided for by Parliament. 

The atnomvt. " The accumulated compound interest 
on a million yearly, together with the annuities that 
would fall into that fund, would in 28 years amount 
to such a sum as would leave a surplus of foar 
milhons annually, to be applied if necessary to the 
exigencies of the state." 

How obtained. The amount of terminable annuities 
that would fall in, is not given in this abridged 
report. It must have been considerable ; for a million 
a year, with compound interest, would not produce 
anything near what is mentioned. If the rate of 
interest were 5 per cent., and the expenses of 
management were otherwise defrayed, the million 
a year would amount in about 14 years to 20 millions ; 
in about 28 years to 60 millions : the interest on this, 
still at 6 per cent, would be 3 "millions, against the 4 
millions mentioned. Now it can hardly be sup- 
posed, if peace had continued, and if the credit of 
Government had. been steadily improved by the 
operation of the proposed fund, that the rate of 
interest on public loans would have been 5 per cent. 
During the peace after 1763,* the three per cents, 
had ranged from 80 to 90 ; i.e., the rate of interest 
was much under 4 per cent. Towards the close of 
the American war indeed, the three per cents, had 
fallen to 64 ; i.e., the rate of interest was above 5|- 
per cent. On the whole, it could not be expected 
that the average future rate would be so high as 
5 per cent ; and even if it should prove to be 5 per 
cent, the fund accumulated by a million a year, would 
at the end of about 28 years, yield 3 and not 4 
millions. Therefore, the terminable annuities to fall 
in, must have formed a large part of the fund. 

* McCulloch. " Commercial Dictionary." 1840. 589. 
H 
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Mr. Pitt's ac- I do not mean to express doubts as to 
cumcij not the accuracy of Mr. Pitt's calculations : 
disputed. they were explained to tlie House of 

Commons in the presence of Mr. Fox and his party, 
who constituted a very unfriendly opposition. That 
party however, was not remarkable for support of 
valuable administrative measures. Mr. Fox himself 
was a magnificent partisan, and not a legislator : he 
was desirous of repealing Lord Hardwicke's Marriage 
Act, because he feared that it would hinder a due ■ 
increase of population : it was not he, but Mr. Pitt, 
who welcomed the advances of the French govern- 
ment, which resulted in the commercial treaty of 
this very year, 1786: it was Pitt, and not Fox, who 
studied and adopted the doctrines of Adam Smith. 
Mr. Pitt's calculations therefore, were not likely to 
receive intelligent investigation fi^om Mr. Fox; and 
the liberal party out of doors, would probably be so 
pleased to see the adoption of the scheme of Dr. 
Price, an eminent dissenter of acknowledged financial 
ability, that they would conceal any doubts they 
might have as to the accuracy of these calculations. 
The Gommis- Mr. Pitt proposed to entrust the fund 
sioners. to Commissioners: and he said "he 

should endeavour to choose persons of such weight 
and character as corresponded with the importance 
of the Commission they were to execute. The 
Speaker of the House of Commons, the Chancellor 
of the Exchequer, the Master of the Rolls, the Go- 
vernor and Deputy Governor of the Bank of Baigland, 
and the Accountant General of the High Court of 
Chancery, were persons who, from their several 
situations, he should think highly proper to be of 
the number." 

Mr. PMs Mr. Pitt concluded by the following 

recapitulation, recapitulation. "First, that the yearly 
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income of the State exceeded the permanent level of 
its* expenditure, by a sum of £900,000. Next, tbat 
this sum would be increased to a million by means 
in no ways burthensome to the people. Thirdly, 
that although the present establishment exceeded in 
certain instances the same establishments as stated 
in the report of the select committee, yet there were 
ample resources, and contingent and outstanding 
receipts, sufficient to overbalance such excesses, 
without having recourse to any fresh taxes. And 
lastly, that the ways and means for the present year 
would be sufficient to farnish the supplies, together 
with the sum of £250,000, to be applied quarterly 
towards the establishment of a new fund ; and after - 
all, would leave a considerable balance to be carried 
to the next year." 

Mr. Pitt's Mr. Pitt then moved, " That the sum 

motion of One million be annually granted to 

certain Commissioners, to be by them applied to the 
purchase of stocks, towards discharging the public 
debt of this country ; wliich money shall arise out of 
the surplusses, excesses, and overplus moneys, com- 
posing the fund commonly called the sinking-fund." 
LordGrenville's Forty years later. Lord Grenville pro- 
support. posed the abolition of this fund. As a 

member of the House of Commons in \ 786, and as 
brother of Lord Buckingham, he had highly approved 
of Pitt's propositions. In his pamphlet of 1827-8, 
he thought it necessary to apologise for his change 
of opinion : his rather haughty and inflesiblet spirit 
unwillingly confessed that the experience of a long 
poHtical life had compelled this variation in his 
opinions. " The writer J of these pages was himself 



* This ought to have been " of its peace expenditure." 
t Lord Stanhope's Pitt. 2. 122; 3. 52; 4. 115. J Essay. 1828. 2. 
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a party to the too sanguine hopes of those whoi 
framed and proposed that law ; confidently believing 
it one of the greatest services which could then be 
rendered to their country. To that opinion he long 
adhered ; and even, now, after the lapse of more than 
forty years, he feels it still painful to renounce so 
flattering a persuasion. But the interests of truth 
and science are paramount to all such considerations ; 
and he who was formerly among the warmest ad- 
vocates of a sinking-fund, is, on that account, the 
more strongly bound to avow, on every fit occasion, 
the distrust which he now entertains of its efficacy 
and real benefit. This is the true consistency of 
public duty." 

Hamilton's ac- Hamilton gives a concise account of 
count of ihe this measure.* 

fuinl. 

" MR. PITT'S SINKING-FUND. 

" The present sinking fund was established under 
Mr. Pitt's administration, in 176G. The various 
branches of revenue then existing were united under 
the name of the Consolidated Fund. One million 
taken from that fund was vested annually in the 
hands of Commissioners for the Redemption of the 
National Debt, to be applied for purchasing capital 
in such stocks as they should judge expedient, at the 
market prices. To this fund was to be added the 
interest of the debt redeemed and annuities fallen in 
by the failures of lives, or the expiring of the terms 
for which they were granted. When this fund 
amounted to four millions, it was enacted that the 
interest of the redeemed debt, and annuities fallen in, 
were no longer to be applied to it, but remain at the 
disposal of Parliament." 

* Inquiiy. 1813. 99. 
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Limitation to Tliis limitation to four millions is 
4 milliom. liiglily approved by Lord Grenville : * 
" tlie principle of unlimited accumulation was ex- 
pressly excluded from that law, by a provision which 
limited to four millions the sinking-fund then estab- 
lished. A wise precaution, showing an early and 
just apprehension of the evils since felt from an op- 
posite policy." The limitation is also mentionedf 
by Lord Stanhope. 

LordGrenville's I have mentioned that in Hamilton's 
admission. opinion, the sinking-fund though it did 
not act so beneficially as it might have done, yet 
certainly reduced the debt, by causing increased 
taxation. Lord Grenville does not deny the in- 
creased taxation, though he strongly dissents | from 
Hamilton's conclusions. He says§ that Mr. Pitt, 
" with an ardent and generous spirit, devoting all its 
energies to the national prosperity, risked, and in no 
small degree surrendered his highly valued popularity 
to the necessity of the large additional taxation which 
that measure compelled him to establish and to main- 
tain. This was no light sacrifice, nor did he feel it 
as such." Lord Grenville does not tell us what 
became of the proceeds of this large additional tax- 
ation. Hamilton says it went in reduction of the 
debt. 

Parliamentary Mr. Pitt's measure met, of course, with 
ohjections,1786. opposition. \\ Sir Grey Cooper, Mr. Fox, 
Mr. Sheridan, and Mr. Hussey, stated objections 
" to what they termed the insufficiency, and in some 
instances the impohcy, of the mode which Mr. Pitt 
had adopted to accomplish so great and so desirable 
an end. 



1828., ix. + Life of Pitt, 1. 290. 
J Grenville Essay, 1828. viii. § It. 20. 1| Annual Eegster, 1786, 117. 



64 

" These objections were of a two -fold nature: Isfc, 
sucli as tended to stow that the supposed excess of 
£900,000 in the national income over its expenditure, 
arose from false and mistaken calculations and con- 
clusions in the report of the select committee, and 
such as the real state of the finances of the country 
by no means warranted : 2nd, such as went to 
the purposed mode of- applying that excess or sur- 
plus, provided it existed. Mr. Sheridan subsequently 
moved resolutions to this efiect ; but they were 
negatived without a division." 

Borro^dng fr<ym ^^ ^\ "^P^^ion of many persons, the 
thefimds: pro- wholo Scheme was rendered valueless, by 
posed hy Mr. the practice which afterwards prevailed 
Fox. Qf making loans to the Government out 

of the sinking-fund. This arose at first from a pro- 
posal made by Mr. Fox, wilhngly acceded to how- 
ever, by Mr. Pitt. " Mr. Fox, on the day for recon- 
sidering the report of the committee on this bill, 
moved a clause to empower the Commissioners 
therein named to accept so mu<3h of any future loan* 
as they should have cash belonging to the public in 
their hands to pay for. This, he said, would obviate 
the great objection he had to the present bill, on 
account of its making the sinking-fund unalienable 
under any circumstances whatever ; it would relieve 
that distress the country would otherwise be under, 
when, on account of a war, it might be necessary 
to raise a new loan: whenever that should be the 
case, his opinion was, that the minister should not 
only raise taxes sufficiently productive to pay the 
interest of the loan, but also sufficient to make good 
to the sinking fund whatsoever had been taken from it. 

" If, therefore, for instance, at any future period a 

* That i^, to lend the Government any cash in their hands. 
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loan of six millions was proposed, and there was at 
that time one million in the hands of the Commis- 
sioners, in such case they should take a million of 
the loan, and the bonus or douceur thereupon should 
be received by them for the public. Thus Govern- 
ment would only have five millions to borrow instead 
of six ; and from such a mode of proceeding, he 
said, it was evident great benefit would arise to the 
public." 

Mr. Pitt's " This clause was brought up by Mr. 

approval. Fox, and received by Mr. Pitt with the 
strongest marks of approbation." 
WliatohjBction? -^^ ^^^^ sight, this clause of Mr. Fox's 
I defer a seems reasonable enough. The trustees 

reply. for posterity, as they may be called, have 

money in their hands : the actual Government wants 
to borrow : what better customer can they find, 
than a Government that has always met its engage- 
ments ? Besides ; if they do not lend the money, 
they will buy stock with it ; i.e , they will buy an 
annuity to be paid by the same Government ; the 
Government therefore, is equally their customer in 
both cases ; the form is different but not the sub- 
stance. Was there then, any objection, hidden at 
the time and appearing afterwards ? I defer answer- 
ing this question till I have tried to illustrate the 
subject in rny next chapter.* 

Recapitulation, ^uch was Mr. Pitt's sinking-ftmd of 
1786 : which rejoiced the hearts of statesmen, 
patriots, and calculators, as giving promise of 
reducing the national debt at an expense which 
might easily be borne. A milhon annually, together 
with terminable annuities to fall in, would in 28 
years accumulate a fund large enough to produce an 
annual revenue of 4 millions. 



* See Chapter lil. Section 7. 
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m. 

Pence necessary. To be Sure, peace was necessary for 
tlie purpose : and the long and tedious wars of the 
previous thirty years, had accustomed men to regard 
peace and war as almost equally natural ; the seven 
years' war with France, and an equally long struggle 
with the colonies and their European supporters, 
having been nearly equal to the intervals of peace. 
Mr. Pitt however, might hope, that these contests 
had so far exhausted the present resources of the 
world, and the elements of strife, that a long repose 
might be anticipated : such a repose as Europe has 
actually enjoyed in the present century. Perhaps he 
counted on the pacifying effects of international 
communication, arising out of that commercial treaty 
of this very year, 1786, concluded with France, owe 
ancient rival, 

War foUoived. Twenty-eight years, from 1786, were 
to bring the sinking-fund up to such an amount as 
would produce four millions a year : these twenty- 
eight years extended to 1814, all but to the battle 
of "Waterloo ; through a period of unexampled 
European revolution, war, and expense. The National 
Debt grew from less than 250 millions to more 
than 800 : the annual charge from less than ten 
millions to more than 31. Mr. Pitt hoped for peace 
and found war. If he had foreseen the future, he 
would not have talked about the accumulations of 
28 years. Seven years after the establishment of 
his sinking-fund he was dragged into a war with 
France, accompanied in a short time by foreign 
subsidies, stoppage of the Ba,nk of England, French 
revolutionary successes, and a war delirium in 
England. 

LordGrenviUe Have these unexpected events been 
does not Sufficiently remembered in estimating 

mention this, this measure of 1786 ? It seems strange 



57 



to me that Lord Grenville, who hved through them 
all, should not allude to them in accounting for the 
failure of the measure : perhaps this is explained by 
the fact that he had come to regard sinking-funds in 
themselves 'as delusions, and therefore sure to fail, 
under whatever circumstances. 



VI. 



ir IVfO change of principle occurred 
i- il during Mr. Pitt's lifetime ; but 



' 1792 another 
sinJeitig-fund. 

additions and alterations were made, as Dr. 
Hamilton tells us.* 



"1792. 

" Another sinking-fund was established this year, 
of one per cent, on the nominal capital of each loan, 
to which the dividends on the capital redeemed by 
this fand, were to be added. When annuities for a 
longer term than forty-five years, or for lives were 
granted, the value which would remain after forty- 
five years, was appointed to be estimated, and one 
per cent, on that value set aside for their redemption. 
This fund was appointed to be kept separate, and 
applied for the redemption of the debts contracted 
subsequent to its institution, by which means it was 
estimated that every loan would be redeemed in 
forty- four years from its contraction. 

" In the same year, £400,000 was granted in aid 
of the former sinking-fund, and £200,000 was 
granted by annual acts for the same purpose, till 
1802, when the grant was rendered perpetual. 

* Hamilton's " Inquiry," 1813, 99. 
I 
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Savings by reduction of the rate of interest of the 
National Debt, were appointed to be added to that 
sinking-fund." 

1784 fo 1793 This year, 1792, was the one before 
diminution of the new French war. We naturally 
deht. inquire what reduction of debt had been 

effected. This was really considerable, being from 
1786 to 1792 about six miUions, or a million a year. 
A continuance of peace, accompanied by the rapidly 
growing resources of the country, might really have 
reduced the debt by one half in the period between 
1786 and 1816. 

1798 deviation. We cannot be surprised to find a 
change taking place in 1798. The year before had 
been one of the darkest in our financial history. 
Mr. McCulloch* says : " In 1797, the prospects of 
the country, owing to the successes of the French, 
the mutiny in the fleet, and other adverse circum- 
stances, were by no means favourable ; and, in 
consequence, the price of 3 per cents, sunk, on the 
20th of September, on the intelligence transpiring of 
an attempt to negotiate with the French republic 
having failed, to 47 f being the lowest price to which 
they have ever fallen." Dr. Hamilton says as follows 
of 1798. 

Eamilton's " This year the application of one per 

account : Cent, on the capital of the loans to the 

'temporary sinking-fund, was deviated from. A part 
suspension. ^^ ^^^^ i^^^^ (;^g millions capital,) was 

charged on a tax then imposed, called the aid and 
contribution tax ; for which the income tax was 
substituted the following year. In like manner, a 
part, or the whole of the loans for several years, 
was charged on the income tax,t and no sinking- 

* " Commercial Dictionary." 1840, 589. 
t i.e., the income tax was pledged to pay the interest. 
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fund of one per cent, provided for tlieir redemption. 
The amount of capital for which no sinking-fund 
was provided, is £86,796,375. This system was 
abandoned in 1802, when all the loans were united, 
and the interests of these loans charged on the 
consolidated fund." 

1798. Land Even at this fearfal period, Pitt did 
tax redeemed, not forget his poHcy. As it was im- 
possible to go on applying taxes to the reduction of 
debt, he adopted another scheme ; that of capital- 
izing the land tax, and applying the proceeds to 
such reduction. 

HamiUon's * " The present land tax commenced 

accotmt. in 1692, when a valuation of the land 

was made, and although considerably below the real- 
value at the time, it afforded a revenue of above 
£500,000, at one shilhng per pound, including a like 
tax upon personal property, estimated at a very low 
rate. The valuation made at that time has never 
been altered ; and the tax has been imposed annually 
till 1798, sometimes at one shilling, sometimes at 
two shillings, sometimes at three shillings, most 
frequently at four shillings, which rate it has never 
exceeded. . . ..... 

" In 1798 the land tax was rendered perpetual at 
four shillings per pound, and the proprietors were 
empowered to purchase the sums charged on their 
estates for capital in the three per cents, affording, 
an equal dividend. If they did not accept this offer 
within a limited time, it might be sold to others for 
capital affording a dividend of one-fifth more than 
the tax purchased. The term for purchase has been 
since extended, and various regulations enacted, 
which it is unnecessary here to detail. In conse- 

* Hamilton's " Inquiry." 1813, 105 . 
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quence of these enactments, £23,941,057 capital in 
the three per cents, was transferred to the Commis- 
sioners for the Reduction of the National Debt, before 
1st February, 1812, and £718,232 deducted from 
the dividends on the same," 



VII. 

LonlGolches- TfVNO entries in Lord Colchester's diary 
ter's diary. Jl are worth noticing. In 1804,* "Feb. 
1st, attended Board for Reduction of National Debt. 
The Sinking-fund supplies £1,500,000, to be laid out 
in the next quarter, and the capital stock redeemed 
is above £100,000,000." 

Another entry of an earher date, 7th June, I799,t 
is less intelHgible. " Supplies £31,000,000.~Ways 
and means, beyond the surplus of the Consolidated 
Fund, and Lottery, and Income Tax, a Loan of 
£15,500,000, whereof, £11,000,000 to be charged 
upon the Income Tax, and £4,500,000 to be counter- 
vailed by the amount of the Sinking Fund, to redeem 
stock to the same amount." 

Judging from the first entry, we may suppose that 
Lord Colchester believed the National Debt to have 
been lessened between 1786 and 1804, by the large 
sum of 100 millions, formed partly by the million a 
year appropriated in 1786; partly by terminable an- 
nuities that had fallen in ; partly by the one per cent, 
set aside from a great part of the loans contracted ; 
and finally by the compound interest on all these 
revenues. Hamilton is of opinion, that some reduc- 
tion of debt was produced by these means, because 



* Diary, 1. 478. f ?!)■ 180—181. 
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as he thinks, the taxation of the country was really 
increased by them. The debt indeed between 1786 
and 1804, was greatly increased by the war loans 
after 1793 : but it may still be true that it might 
have_ increased still faster in the absence of the 
Sinking-fund. 



VIII. 

1802. Be- TOURING the five years, from 1797 to 
sumption of ±J 1802, national existence was at 
sinkiMj-jund. g^.a]^g^ ^^^ -^ ^^g ^Q ^-j^g f.^^ ordinary 

sinking-fands. In 1802 came the peace, or armed 
truce, of Amiens. Pitt's influence renewed the 
practice of 1792. 

" 1802. 

* " The two sinking-funds were united, applicable 
to the discharge of debts existing in 1802 ; and the 
system of a sinking-fund of one per cent, on loans 
subsequent to 1802, was revived, and has been 
followed in all the loans since, t except that of 
1807, when Lord Henry Petty's system was 
adopted. The limitation of the sinking-fund to four 
millions, + enacted at its commencement, and a 
similar limitation in 1792, were repealed ; and the 
application of annuities whose term was expired, 
and of savings by the reduction of the rate of interest 
to the sinking-fund, was repealed." 



* Hamilton, 1813, 101. + Written in 1813. 

X That is, to a principal producing an annual revenue of four millions. 
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IX. 



1807. New A I'TBR the premature death of Pitt, 
plan of Lord J\. and the formation of the "Whig 
Henry Petty. Ministry of All the Talents, an entirely 
new scheme was brought forward by the Chancellor 
of the Exchequer, Lord Henry Petty ; the younger 
son of that Earl of Shelburne prominent in the time 
of Chatham and of Jeremy Bentham's youth. Lord 
Henry Petty lived to see all sinking-funds abolished 
and decried ; and as the venerable Marquis of 
Lansdowne, witnessed other changes of higher im- 
portance. 

" LORD HENRY PETTY' S SINKING-FUND. 

Hamilton's * " A new plan of finance was proposed 

account. to Parliament in 1807, by Lord Henry 

Petty, . . . and was adopted in the 
arrangement of the loan for that year. 

" The annual expenditure during war, was esti- 
mated at 32 millions beyond what the surplus of the 
consolidated fund, and the annual taxes, could supply. 
The war taxes were estimated at 21 millions, viz., 
property tax 11^ millions, and other articles, 9^ 
millions. The annual deficiency to be supplied by 
loan was therefore 11 millions, which were pro- 
posed to be raised by mortgaging the war taxes to 
the extent of 1 per cent, on the sum borrowed ; 
the surplus of which sum mortgaged, after paying 
for interest and management, was to form a sinking- 
fund for redeeming the debt, and thereby disengaging 
the part of the war taxes mortgaged in a certain 

* HamUton, 1813, 101. 
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number of years, according to the rate of interest at 
ATliicli the loan was contracted. Thus if the interest 
and management was 5 per cent, there would 
remain 5 per cent, as a sinking-fund, and this would 
pay off the debt in fourteen years. The sums pro- 
posed to be borrowed in this manner, were 12 
millions for the first three years, 14 millions for the 
fourth, and 1 6 millions for each of the succeeding 
ten years, amounting altogether to 210 millions, for 
which, at the rate of 10 per cent, the Avhole of the 
war taxes would be mortgaged. But the debt con- 
tracted the first year being now paid off by the 
sinking-fund appropriated to it, the portion of the 
war taxes mortgaged for it would be set free, and 
be applicable to the loan of the following year ; and 
another portion being set fi^ee the following and 
each succeeding year, these loans might be con- 
tinued on this system without limitation of time."* 
The apparent I will not here enter on a detailed 
difficulty. explanation of this scheme. It will pro- 
bably occur to every reader, that the difficulty would 
consist in raising the required 10 per cent, interest : 
since in the 14th year, supposing the system to con- 
tinue so long, 10 per cent, on 210 millions, would be 
21 millions ; and this large sum must have been 
raised by additional taxation. 

Lord H. Petty' s This scheme well illustrates the hold 
enthvsiasm. which the sinking-fund had obtained on 
the minds of politicians. Enthusiasm was natural 
to Dr. Price and Mr. Pitt, the author^ of the scheme 
of 1786 : it was less to be expected in one of the 
"Whig opposition, like Lord H. Petty. Yet he uttered 
the following remarks. t 



■ See also Lord Colchester's Dtery. II. 91 note, 
f Hamilton's " Inquiry." 1813,194. 
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Mis speech. " To the consolidated fund the country 

has looked for the interest of its debt ; and for its 
extinction, to the sinking-fund. The best eulogium 
that could be made on the sinking-fund, was the 
plain statement he had made. There could be but 
one opinion in the House on the subject. It was oioing 
to the institution of the sinking-fund that the country 
was not charged luith a much larger amount of debt. 
It was an advantage gained bx nothing, and a system 
likely to be attended with still greater advantages. 
Therefore, independent of considerations of good 
faith, which should induce the House to hold and 
cling to a system once adopted, it was pledged to 
support it, having positive trial and experience of its 
utility." 

Apology for. The most remarkable words are, "it 

was an advantage gained by nothing " : words that 
in the eyes of Lord Grenville and Mr. McCuUoch, 
are I believe, utterly fallacious. Now to me it seems, 
that however much Lord Colchester and Lord Henry 
Petty and politicians generally overrated the actual 
results of Mr. Pitt's measure, there was a truth at 
the bottom of them, and there was a truth at the 
bottom of these enthusiastic words. I believe that 
under some circumstances a sinking fund might be 
so founded that advantages might be gained at no 
cost'; by which I understand that a sum of money 
might grow without expense to the ratepayers. The 
same principle justifies Dr. Price's assertion* that 
in the absence of a sinking fund a nation " obliges 
itself to return for every sum it borrows, infinitely 
greater sums." 

Explanation. In my first chapter I explained this 
principle. I assumed that I became possessed 

* Eeversionary FaymentB 1783. 1. 181. 
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of an estate of £10,000 a year, burdened witli a 
debt of £60,000. I showed that if I abstained from 
spending any of the income the first year, the 
£10,000 so saved would in about 14 years (at 6 per 
cent.) become £20,000 ; in about 28 years £40,000 ; 
and in far less than 42 years £60,000 : whereas, if I 
began to abstain at the end of 28 or 30 years, I 
must give up many years' income to produce £60,000 
by the same time. Now, if in the one case I sacri- 
fice an expenditure of only 10 thousand, and in the 
other of 30 thousand, I may be said in the first case 
to make 20 thousand out of nothing. 

It must be remembered that I suppose myself to 
sacrifice £10,000 of personal expenditure, and not 
of capital : because if it were capital, I should have 
made 6 per cent, or more of it ; and at the conclu- 
sion of the 30 or 40 years I should be able with the 
results to pay off" the 60,000 £. 

Now the million levied for the sinking-fund in 
1786, would have grown by another million early 
in the present century : and assuming that the first 
million was taken fi*om the expenditure of the people, 
the additional million might be said to be " gained 
by nothing." 

" Infinite " Extending this illustration, Price's use 

explained. pf ^]j^q -vyord infinite is scarcely an exag- 
geration. For if in 1688, a million had been put 
into the hands of a commission, and had been in- 
vested at compound interest, the result now would 
be prodigious. Say that on the average it had 
•doubled, not every fourteen years, but every twenty 
years. By the year 1888 the process would have 
gone on 200 years, and the million would have 
doubled ten times : it would therefore have grown 
into 1024 millions, or one-fourth more than our 
national debt. I assume that the million was at first 
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levied on the personal expenditure of the people : but 
even if it had been borrowed at 6 per cent., the 200 
years' interest would have amounted to only ten mil- 
lions; making altogether 11 millions. At an expense 
then, of 11 millions, there would have been created 
a principal nearly a hundred times as large. Another 
two hundred years would bring the one million to a 
sum that may almost be called infinite. 



X. 

1811 Ahhot f^ ^^® y^^^ ^^^-^ ^^ ^^^ Lord Goh 
X Chester again recording the condition 
of the debt, and apparently believing that it was 
being, not reduced indeed, but greatly kept down. 

"1811. * Wednesday, May 1st. Went to the meeting 
of Commissioners for Reduction of the National Debt. 

stock. 

" Total Debt £800,000,000. 

" Whereof redeemed 200,000,000. 

" Unredeemed 600,000,000. 

*' i^nd for the current year thirteen millions sterling 
income to be applied to the redemption." 
1812. This does not agree with the more 

Hamilton. precise account for the following year 
furnished by Hamilton ;t who makes all the amounts 
less than Lord Colchester ; and therefore the actual 
burden on the country less, though another year's 
war loans had been added. 

Hamilton's figures are the following : 

Amount of sinking-fund, 1st February, 1812, all but 12 millions 

(or a million less than above) 
Eedeemed nearly 190 miUiona 

(or 10 millions less than above) 
Unredeemed ■. less than 560 millions 

(or 40 millions less than above) 



Lord Colchester, Diary II. 327. f Hamilton's " Inquiry," 1813, 108. 
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1813. Eamil- In 1813 appeared Hamilton's little 
toil's ivork ; volume, which has ever since been the 
authoritative work on the subject, and has deserved 
its reputation. It is short, pithy, " with few phrases 
and abundant facts" ; resembling in this respect 
German rather than French workmanship ;* but 
with all the numerous details so arranged as to 
bring out the conclusions intended. The third 
edition (1818), brings the accounts down to a later 
period. 

not against Hamilton, as I have already said, is 

sinldng-funcls. falsely represented as an enemy to 
sinking-funds ; and is falsely represented as having 
regarded Mr. Pitt's scheme as a failure. Hamilton 
really contended merely that Mr. Pitt's scheme had 
not turned out the best possible : he held that the 
surplus income, when there was one, might have 
been used more advantageously. Far from con- 
demning Mr. Pitt's sinking-fund, he maintained 
that it had caused increased taxation, and had 
thus kept the debt lower than it would have been. 
He calculated also that the debt would have been 
still less if the increased taxation had been used 
in the best possible way. Lord Grenville does 
not pretend that Hamilton agreed with him in 
condemning sinking-funds in general. 
Decries Price's Though however, Hamilton is not pro- 
nolions. fessedly an enemy to sinking-funds, he 

is but a lukewarm friend. He highly approves of 
efforts to reduce debt; he would support such a 
resolution as that of 1786, to apply a million £ a 
year to that purpose : but he sees no advantage in 
a formal system.t "In opposition to Dr. Price's 



* For a comparison, written by a Prenclijiian, of German and French 
authorBhip, See lievue des Deuw Mondes. 66, 105O. t Hamilton 1818, 182. 
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doctrine, it is maintained, tliat tte separation of a 
sinking fund from tlie general revenue, is a measure 
of no efficacy wliatever." I give elsewtere my 
reasons for believing tliat Hamilton is wrong, and 
tliat such separation is the most probable mode of 
securing accumulation at compound interest. The 
case is like the grant to Maynooth ; which, so long 
as it appeared annually in the budget, was open 
to annual discussion. Under Mr. Pitt's scheme, the 
annual million, no doubt, might be objected to any 
year ; but the sums already in the hands of the 
Commissioners, accumulated at compound interest 
without any annual appeal to Parliament. Both 
sinking fund and Maynooth might become subjects 
of discussion, but they would not necessarily be such 
every year. 



xr. 



1815 T\URING the latter years of the war 

Xj the pressure of taxation continued 
to be very severe ; and as soon as peace was con- 
cluded, the income tax was rudely shaken off. Several 
years elapsed also, before the trade of the country 
resumed its natural level : there was great depression 
and difficulty. 

1819 Even in 1819 there was much distress 

and dangerous political dissatisfaction. " War, our 
great customer, is dead," said Robert Owen. Yet 
another effort was made to reduce the debt : it was 
attempted to raise the revenue to an amount of 
6 miUions annually above the expenditure. But this 
proved too difficult. 
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1828—29, end Nine years afterwards appeared Lord 
of direct Grenville's pamphlet, recanting the creed 

si.HJdng^wnd. ^f ^^^ youth, and apologizing for the 
part he had taken in supporting Mr. Pitt's measure 
42 years before. In the following year the statute 
of 10 Geo. IV abolished the old sinking-fund and 
established a new one, to consist of whatever sur- 
plus there might be of revenue over expenditure. 
This practice still prevails : a calculation is made 
quarterly, of the surplus of the previous four quarters ; 
and one-fourth of this is applied to the purchase of 
government stocks, which to that extent are ex- 
tinguished. 



XII. 

Since 1829, niNCB the abolition in 1829 of the old 
discourage- |^ sinking fund, discouragement has 
ment. generally prevailed. The scheme of 1716 

languished for 70 years, while the debt advanced : 
the scheme of 1786 shared' the same fate; and the 
debt advanced still faster, until it reached an amount 
which a previous generation would have believed 
certain to crush any nation, however great and pros- 
perous. In practice Dr. Price and Mr. Pitt had 
apparently failed : why should others hope to suc- 
ceed ? 

Exceptions. Men indeed, were found, who could 

see below the surface ; and who believed that in a 
time of peace we might do things which war made 
impossible.' They thought that after the Napoleonic 
war had ceased, and the nation had recovered from 
the first pressure of the war burdens, new efforts 
ought to be made : especially they thought that the 
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national prosperity, which followed the free trade 
reforms of 1846, gave an admirable opportunity for 
a national effort. 

Sir G.G.Lewis. Sir Q". 0. Lewis was one, of these. 
Pew statesmen have ever attained parliamentary in- 
fluence so great as his, by means so honourable : by 
the force of a clear understanding, political knowledge, 
and unswerving integrity ; without those showier 
qualities which are usually found necessary to the 
maQagement of popular assemblies. To him it 
seemed that provision should be made to pay off debt 
contracted. 

Plan of 1855. As Chancellor of the Exchequer in 
1856, he found it necessary to provide for part of 
the expenses of the Crimean war, by contracting a 
loan for 16 millions.* He introduced " into the act 
sanctioning it, a clause providing for the gradual 
extinction of the debt by means of a sinking-fund. "t 
opposed. This clause " was not carried without 

serious opposition. J Mr. Disraeli, Mr. Gladstone, 
Mr. Cardwell, Mr. Labouchere, Mr. Henley, Mr. 
Ricardo, and other gentlemen of various shades of 
political opinion, resisted the proposal, on the ground 
that it was inconvenient and embarrassing to attempt 
to bind a future Parliament to a particular course in 
such a matter. Mr. Glyn, Mr. T. Baring, and other 
gentlemen of authority upon commercial questions, 
supported the Government, and the clause was 
carried on a division by a majority of 99. It was 
generally admitted that the clause could not be held 
so binding on a future Parliament as to preclude its 
repeal ; but a great number of votes were recorded 
in its favour with a view ' to assert a principle' ; the 
principle being, that the country should exert itself 

* Nortlicote, Financial Policy. 1862, 267. t ^i- 272. % lb. 274. 
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in time of peace to pay off debts contracted in time 
of war. Mr. Gladstone, however, expressed his 
fear that many of those who intended to give their 
votes on this ground ' would be disposed to flinch 
from the maintenance of that principle, when they 
felt a strong pressure from without for the reduction 
of the hop, malt, insurance, or paper duties.' " 
The plan The plan was explained by Sir George 

explained: Lewis in a subsequent budget speech.* 
" Before proceeding to the question of the taxation 
for the year, he added some particulars respecting the 
engagements into which ParHament had entered for 
the repayment of the debt contracted during the 
war. There were £7,000,000 of Exchequer-bonds 
to be redeemed by £2,000,000 a year; the last 
miUion would fall due in 1860. There was £250,000 
to be paid by way of sinking-fund in 1857, and 
afterwards there was to be £1,500,000 a year to be 
paid, till the debt contracted during the war should 
be discharged." 

afterwards Mr. Disraeli, who opposed the measure, 

swept away, had the Satisfaction of cancelling it. 
The Economistf says : — " There is a most unpopular 
sort of finance, to which, notwithstanding its un- 
popularity, some attention should be paid. We 
have within the last few years augmented our debt 
materially. .... The reason is 

that we have made little effort to repay the loans 
which were made during the Crimean war. Several 
Exchequer-bonds which were to be paid ' like a bill 
of exchange,' are still unpaid, although the time at 
which they first fell due is long past. The sinking- 
fund which Sir G. Lewis proposed to maintain out 
of the surplus revenue was swept' away by Mr. 
Disraeli with the consent of Parliament. 



* lb. 307. t Economist, 11 April, 1863, 395, col. 2. 



72 

Impossible to " It Would be cltildisli to propose to 
revive it. revive a great scheme for acting upon 

oiir debt after sucli a failure as the last. Sir G. 
Lewis's sinking-fund was announced when he raised 
a loan, it might almost be said to be a condition of 
that loan ; in the case of a weak state without credit 
it would be so said ; it was sanctioned by an express 
resolution of Parliament ; it was framed on the best 
principle ; we borrowed in the stock in which most 
money could be raised most cheaply; we were to 
employ our actual surplus revenue to a moderate 
extent in the purchase of the cheapest stock which 
we could buy. Yet even this sinking-fund was 
abolished at once vidth general approbation. No 
one can now, therefore, hope for greater success 
in a similar undertaking, for he cannot hope for 
even equal advantages." 



XIII. 

Terminable QINOE then. Parliament cannot bind 
armuities. \^ itself for the future, and since public 
opinion does not relish the maintenance of an open 
and avowed sinking fund, the only remaining modes 
of reducing our debt are, first, the precarious one of 
securing in the Budget an annual surplus ; and 
secondly, the selling of terminable annuities. Par- 
liament and public opinion, will secure the fulfilment 
of any bargain once made with individuals or bodies 
corporate, for annuities long or short, favourable or 
adverse. 

Life annuities. The Sale of life annuities goes on regu- 
larly. The sum annually paid as interest on the 
national debt and for expenses of management, is 
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about 26 millions ; but if the whole debt were in the 
form of 3 per cents , the annual payment would be 
about a million and a quarter less : this million 
and a quarter is a sinking fund, in the form of 
terminable annuities. A man who has no heirs, or 
none he values, and who wants to secure a certain 
income for the remainder of his life, hands over his 
principal to the Government, and is promised 5 or 6 
or 7 per cent., according to his age. The Govern- 
ment pays a high rate for a short time, instead of 3 
per cent, for ever. The Economist* says: — "We 
now sell life annmties, and apply the proceeds to the 
reduction of the debt. This amount is at present 
very small ; but there is no reason why it should not 
be increased. By offering better terms for the sale 
of life annuities than other people, we might sell any 
quantity of them which we liked. The process 
entails a certain increase of annual charge, but not 
a very great increase if the annuities created are 
long annuities; and it has the advantage of being 
the sole sclieme by which our debt can ever be liqui- 
dated without calling upon Parliament at once for a 
large sum of money, which hardly any Government 
wiU Hke to ask for, and hardly any popular Assembly 
will ever grant." 

Whether there is an indefinitely large demand for 
life annuities, whether the terms the Government 
would have to concede would be very unfavourable, 
whether it is desirable to encourage men to sink 
their principal and thus disappoint their natural 
heirs, are questions I do not here discuss. 
Qijigy. But we have frequently borrowed on 

terminable other terminable annuities : we have re- 
annuities. cently experienced the pleasure of seeing 



* Economist, 11 April, 1863. 395 col. 2. 
L 
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a large diminution in the annual charge for debt, 
when certain terminPcble annuities ceased. It is 
alleged however, that this forms a verj improvident 
arrangement ; and that the unfortunate and unfair 
provisions, of Sir Robert Peel's income tax bill, which 
by taxing the gross amount of these annuities, con- 
fiscated part of the principal, have rendered it im- 
possible at present to make reasonable terms. 
1860, Mr. Huh- 0^ the 27th July, 1860, Mr. Hubbard 
hard's ohjec- called the attention of the House to the 
timis ; rate of proposal of the Government, to create 
Consols. terminable annuities, sufficient to raise 

several millions for the purpose of fortifications.* 
" Mr. Hubbard would .... put 
before the House the usual means by which public 
loans were raised in this country. He would first say 
a few words on loans raised in the shape of Con- 
solidated three per cents. : no less a sum than 
£16,000,000 had thus been raised in 1855. The 
price of that loan was 88 per cent., and the discount 
to the contractor for his risk, 2 per cent., which he 
agreed was a fair allowance. The country therefore 
had the opportunity of raising money at £3. 8s. per 
cent. 

" The next instance was that of the following year, 
when a loan of £5,000,000 was contracted for at 
£90. ; the interest to the contractor was 6s. 6d., 
making the price of stock to him £89. 13s. 6d. The 
market price was £91.; therefore the contractor had 
an advantage over the public of only £1. 6s. 6d. 

" It thus appeared that money could be raised on 
Consols, and repaid without disturbing the market, 
and that the money could be obtained by Govern- 

* Statistical Journal. Sept. 1860. 398. 
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ment at about 2 per cent, only above the regular 
market price"; and althougb it was true that the 
funds were generally high when the Grovernment 
broker sold out, and low when he bought in, that was 
not pecuhar to the case of raising money by means 
of stock, but apphed to all descriptions of loan. 
j^Uowing 2 per cent, to be lost in the first instance 
in the turn of the market, and assuming that 2 per 
cent, more would be lost before they could replace it 
through the medium of the Commissioners for the 
Keduction of the National Debt, that would be 4 per 
cent, spread over thirty years, or about J per cent., 
which would amount to £3. 12s. 6d., as the entire 
cost of raising public money through Consols. 
Bate of " He now came to the question of 

Terminable raising money by Terminable Annuities ; 
Annmties: ^nd he would allude to the one men- 
ncome, ax. f^{QYi.ed. the other day by the First Lord of 
the Treasury, and which he termed the dead-weight 
annuity. The sum of £685,746 was taken by the 
Bank in 1823, at a time when the funds were ex- 
ceedingly disturbed, so that they could only make an 
approximation, not only of the value at which it 
would be in Consols, but the rate of interest which 
the Bank of England derived from the investment. 
Thej yielded an interest of £4. 2s. Id. In 1842, 
when the income tax was imposed through the 
medium of an old Act of Parliament, it made a 
grievous mistake, for it taxed both capital and in- 
terest, and instead of receiving £4. 2s. Id., the Bank 
was obliged to recast the whole schedule, and reduce 
the interest to £3. 18s. 2d. In April, 1847, there 
was a further change in the income tax, which forced 
them again to recast their schedule, and the interest 
was reduced to £3. 16s. 6d. ; and in 1861 it was 
again reduced to £3. 6s, 7c?., and in October of the 



76 

same year to £3. Is 9d. So that they might well 
imagine lioio uncertain a security this was, and how 
little capitalists could look fonvard to' it as a valid 
security." 

Stuperiority Desirable as it may be for the Govern- 

of Consols, ment to borrow in terminable annuities, 
as being the only mode of binding Parliament to 
a resolution in favour of reducing the debt, I fear 
we must concede that the sacrifice is too great. 
The injustice committed by Sir Robert Peel, and 
repeated by subsequent ministers, has helped to 
deprive us of this resource. But the disadvantage 
of borrowing on terminable annuities does not arise 
from this incident alone. The superiority of Consols 
as a Government Stock has been shown by Mr. 
Newmarch.* 

slwim hij Mi: " Whether for good or evil ends, but 
Newmarch. certainly on the whole for good ends, 
the Stock Exchange is a vast market where men 
employ masses of capital in dealing backwards and 
forwards in the different Stocks ; and, like all other 
great markets, custom, convenience, and self-interest 
have gradually set up certain conditions which 
govern in a great measure the movements of the 
whole body of operators. One of the best estab- 
lished of these conditions is, that any new kind of 
Stock, attempted to be introduced with success, 
must be marketable at all times and to any extent, 
it must be of a nature which everybody understands 
— it must be free from new conditions — and it must 
be also free from future contingencies in the esti- 
mation of which hardly two persons will agree. 
Now, it is the fact, that for the last hundred years 
the 3 per cent. Consols have been the kind of fund 

* statistical Journal. " Loans raised by Mr. Pitt." 18. 130. 
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which, beyond all others, has fulfilled these con- 
ditions of eligibility in the most pre-eminent degree 
From the circumstance of the amount of the funded 
capital of this Stock always greatly exceeding in 
magnitude the funded ^capital of any other kind of 
Stock, Consols have admitted of speculative opera- 
tions being carried on in them far beyond anything 
that could be prudently undertaken in any other 
fund ; and hence it has -followed, that from the 
nature, and habit, and constitution of the Stock 
Market, 3 per cent. Consols have relatively been 
worth more to the dealers in that market than any 
other kind of Stock ; and the higher relative price 
so existing, however ridiculous it may appear to 
abstract reasoners, is a price perfectly legitimate on 
all grounds of dealing. And one of the main reasons 
of the preference of Consols, after allowing for the 
magnitude of the fund, has alivays been their exemption 
from embarrassing hazards of future redemption — 
particularly as they have the great safeguard of a 
year's notice being necessary before the holders can 
be compelled to accept payment at par." 



XIV. 

What T T seems therefore, that with or without 

remains? JL the injustice inflicted by the income- 
tax, the borrowing on terminable annuities must 
cost more than the borrowing on Consols. What 
remains then ? The nation will not pay off" debt 
with its eyes open : to blind it by terminable annui- 
ties is too expensive. 

1866,1867. An ingenious scheme has been pro- 

Mr. Gladstone pounded. Who was the author of it I 
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aud Mr. Bis- have not heard. The pubhc knows only 
'"'^^^'- that Mr. Gladstone brought it forward 

in 1866, and that Mr. Disraeli adopted it in 1867. 
I have shown that both these statesmen opposed Sir 
G. C. Lewis's measure in 1856 : but it must be 
remembered that Mr. Gladstone's objections were to 
the possibility, not' to the desirableness, of such a 
sinking-fund. You may snatch a vote in its favour, 
but you cannot bind future Parliaments : you will 
find that demands for remission of taxation will 
crush your measure. Mr. Gladstone's prophecy 
turned out to be a true one : the bills on futurity 
were dishonoured. 

Their scheme. Mr. Gladstone's measure of 1866 will 
be found fully explained by the Economist.* 

" The State undertook, many years since, to be 
the bankers of the poorer classes, and indeed, if the 
matter is looked to, the Chancellor of the Exchequer 
is the largest deposit banker, and by far the largest 
fundholder, in the nation. These poor people's — 
these savings' banks — moneys were invested in Stocks 
at high prices, and would, if repaid, have to be 
repaid .by sales at low prices. The same cause 
which occasioned the withdrawal would occasion also 
the reduction of the price. Accordingly, a very 
great loss was incurred. Some years ago, not with 
a view of lessening the loss, which no book-keep- 
ing could alter, but of making the account look 
clearer, Mr. Gladstone cancelled Stock bought with 
£24,000,000 of savings' bank money, and turned it 
into a large I U, a book debt of the nation. Of 
course, as between the depositors and the State, this 
operation had no effect ; we must pay the money 
we received : it is a transfer from one head of the 

* Economist, May 5, 1866. 527, ool. 1. 
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national ledger to another, and no more. But upon 
that £24,000,000 of debt so created Mr. Gladstone 
has great faciHties for acting, — he is both debtor and 
creditor. He took certain poor persons' moneys 
and bought Stock with them. If he, with the aid of 
Parliament, choose to turn that Stock into any other 
sort of annuity there is no one to hinder him or to 
question what he does. In fact, he proposes to turn 
this £24,000,000 of book debt into annuities ending 
in 1885. This would cost annually one million 
sterling. At present the charge of the £24,000,000 
debt is £720,000 ; afterwards it will be £1,725,000." 
DiscreditaUe to For the remainder of the scheme 
the nation. J must refer to the Economist. Mr. 
Gladstone told Sir G. 0. Lewis, that the nation would 
not consent to pay its debt openly : he believed that 
the nation would consent to pay it when it appeared 
in the form of annuities. Probably he was right : 
but the fact was discreditable to the financial opinions 
of the public. It is a bad state of affairs when the 
world has to be treated like a peevish child. The 
course taken by Sir G. 0. Lewis was philosophical 
and honest : that taken by Mr. Gladstone was pohtic, 
and perhaps statesmanlike. 

Equwalent to This annuity scheme is really Mr. Pitt's 
Mr. Piu's sinking fund of 1786, on a small scale, 
smUng fund, and ingeniously disguised. Mr. Pitt pro- 
posed to take a million a year from the proceeds of 
the taxes, to invest this million in the hands of Com- 
missioners, and to instruct them to increase this fund 
by interest and compound interest. If the rate 
of interest they could get should turn out to be 
5 per cent., they would accumulate in about 14 
years, no less than 20 millions ; and in 16 years, 24 
millions. Mr. Gladstone also proposed to take a 
million a year from the proceeds of taxation, and 
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under the form of annuities terminable in 1885, to 
accumulate a fund at compound interest : he calcu- 
lated that in 1885, at the present low rate of interest, 
the fund would amount to 24 millions. Interest at 
6 per cent, would produce 24 millions in 16 years : 
the present low rate would require 19 years to pro- 
duce that sum. This difference of 3 years may 
appear small ; but it is not so. In the one case the 
million is paid for 16 years, in the other for 19 : in 
the one case the interest amounts to 8 millions, in 
the other to only 5. 



Payments from. 


Compouud 




taxation. 


Interest. 


Total. 


When interest is at 5 per cent. 16 millions . . 


. 8 millions . 


. . 24 millions 


At present low rate of interest 19 „ 


. 5 „ ., 


• 24 „ 



In the one case the interest is half as much as the 

principal : in the other case it is little more than a 

fourth. 

Why the The Economist was pleased to avoid 

Ilconmnist did this direct explanation : doubtless the 

notptdttm editor was restrained by patriotic mo- 
thzs light. ^.^gg. j^g ^.g^^ ^g^ ^g^^ ^^^^ .^ ^^^ 

opposition got hold of the clear notion that the 
scheme was the old sinking fund in disguise, they 
would turn it out of doors. "Wrapped up in the 
form of terminable annuities, and safe from Mr. 
Hubbard's exposition of the loss attending terminable 
annuities generally, it might escape detection and 
denunciation. 

Mr. Disraeli The change of ministry put an end to 
adopted the the proposal. Happily, Mr. Disraeli on 
measure. succeeding to Mr. Gladstone's oflace, 

adopted this measure : a proceeding highly credit- 
able to his candour. 
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XV. 

BeoanMulatwn. T HAVE thus given an account of the 
X principal sinking funds, beginning 
with, that of 1716 and ending with that of 150 years 
later. 

1716. After the great accumulation of debt caused 
by the War of the Succession, and closed by the 
Peace of Utrecht, Sir Robert Walpole established 
the first sinking fund : it was to consist of the sur- 
plus of the South Sea, Aggregate, and General Funds, 
together with the savings caused by the reduction in 
the rate of interest. The fund was maintained even 
when fresh loans were made. It " continued nomi- 
nally in the accounts of the exchequer during 70 
years." 

1786. After the conclusion of the American War, 
" the various branches of revenue existing, were 
united under the name of the consolidated fund. 
One million was ordered to be handed over annually 
to Commissioners, who were instructed to apply it 
to the accumulation of a fund at compound interest." 

1792, " Another sinking fund was established this 
year," consisting principally of " one per cent, on 
the nominal capital of each loan." 

1798. The political and financial distress of the 
country, compelled the abandonment of this one per 
cent, on loans. 

1802. On the conclusion of the Peace of Amiens, 
the one per cent, on loans was revived, and was 
generally continued during the resumed war. 

1807. After the death of Mr. Pitt, Lord Henry 
Petty as Chancellor of the Exchequer, introduced a 
new scheme, which continued only one year, being 
dropped by his successors. 
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1819. For many years after the conclusion of peace 
in 1816, there was great distress and political dis- 
content. Yet in 1819 an effort was made to raise 
5 millions a year surplus taxation, to discharge part 
of the debt. As a matter of course, the measure 
failed. 

1829. Ten years later, Mr. Pitt's sinking fund was 
abolished. '^I'he long continued war had rendered 
the scheme impossible : such a peace as that begin- 
ning with 1815, might have shown a different result. 

1855. These failures have made the term sinking 
fiind almost one of reproach. Yet in 1865, Sir G. 
0. Lewis made another effort to provide for the re- 
payment of new war loans. He was opposed, but 
carried his measure : which however, was subse- 
quently annulled. 

1860. Five years later, Mr. Gladstone proposed to 
raise money for fortifications, by the sale of ter- 
minable annuities, (not for lives). Mr. Hubbard 
showed that this mode of raising money was a very 
expensive one, and that the 3 per cent. Consols con- 
stituted the true resource for borrowing. 

1866 — 67. In 1866 Mr. Gladstone propounded an 
ingenious plan for dealing with the deposits in savings' 
banks. The 24 millions in the hands of Govern- 
ment were to be turned into annuities expiring in 
1885. A million a year of additional taxation would 
be necessary for the purpose. Happily, Mr. Disraeli 
has adopted the scheme. Yirtually, it is nothing 
more than Mr. Pitt's scheme, taken from Dr. Price, 
of setting aside a million a year, to accumulate at 
compound interest. 



CHAPTER III. 

ILLUSTRATION AND EXPLANATIONS. 
I. 

PART I. 

Explanations TN the last chapter I gave a sketch of 
req^dred in _[_ the different British sinking funds. 
last chapter, g^^ j purposely delayed an investigation 
of certain difficulties which presented themselves : 
I did not inquire what was the effect of Mr. Fox's 
clause in 1786 ; nor what truth there was in Dr. 
Price's assertion, that a nation might advantageously 
borrow at simple interest and at the same time accu- 
mulate at compound interest; nor how far it is 
desirable to go on with the sinking fund in time of 
war, when fresh loans are contracted. 
I now offer an In the present chapter I will try to 
illustration. supply these omissions. To accomplish 
this I wiU imagine a sinking fund conducted quite 
differently from those I have recorded. I will do 
this at some length ; not because I regard this scheme 
as feasible ; but because by working it out into many 
particulars, I hope to make it more useful as an 
illustration, and to impress it more fully upon the 
mind. 

Source of the Our past sinking funds have proceeded 
difficulties to by applying surplus taxation to the 
he expla/ined. purdiase of Government stocks. The 
Commissioners have bought stock in the market, 
and have had it transferred to themselves. This 
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is the first difficulty with most readers. If 
the Government, having previously borrowed 10 
millions in one year, had raised a surplus in each of 
the next ten years, and in each of those ten years 
had repaid one million, that course would have been 
intelligible to all ; but it is not so well understood 
that the purchase of stock is a discharge of debt. 
Then again there is the interest on these purchases : 
the Government raises as before taxes to pay interest 
on the stocks now standing in the names of the Com- 
' missioners ; this interest is handed over to the Com- 
missioners, who use it in the purchase of further 
stocks. It is felt all the time that the Commission is a 
limb of the Government ; that the Government is in 
fact paying interest to itself; and so the whole thing 
looks like a mere matter of account, if not something- 
like a juggle. 



II. 

Suppose rpHIS difficulty would be removed if 

savings ajpjjlied X the government, instead of buying 
to India; gtock, actually paid off debt which it 
owed. But it would also be removed, if the Govern- 
ment deposited its savings somewhere, just as a 
private person deposits his savings with a banker. 
Let us suppose then, that it is determined to use 
India as the Government banker. That vast crown 
possession wants railroads, tanks, canals : let the 
national savings be applied to constructing these 
works. 

as an utopian I must beg to be understood as sug- 
scheme, gesting this purely as an utopian scheme. 

I am quite aware that it would not be tolerated by 
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tlie nation or by Parliament, that we should make 
an immense investment of savings in a distant 
country, which may improve so much as to become 
capable of self-government, and from which therefore, 
we may have to retire ; a country too, already an 
object of envy to our European neighbours, and 
which would become a still richer prize by continued 
outlay. 

hij loan to In- Imagine however, that each million 
dian Govern- saved is transmitted to India, as a 
ment. loan to its Government ; which is 

responsible for its safe application, and for the pay- 
ment of 5 per cent, interest. Many millions have 
actually been lent by private persons to the Indian 
Government, for the construction of railways ; the 
remuneration being interest at 5 per cent, and a pos- 
sible share of profits ; and with such success that 
several of the lines are paying rather more than the 
5 per cent. 

Dr. Price's To Satisfy Dr. Price and Mr. Pitt, the 

jjiincljjle. interest on this million should hot be 
sent home, but should be also invested at 5 per cent., 
and in the third year and in all succeeding years, 
the augmented interest should also be invested. In 
short the investment should be made in India at 5 
per cent, compound interest. 

A million Mr. Pitt's scheme in 1786 provided 

each year. for an annual payment of a million from 
the taxes. Say that we now raised such a surplus, 
and remitted a million every year to India, during 
fourteen years. At the end of this period, supposing 
the Indian Government paid all the expenses of 
management, our accumulated investment would 
be about 20 millions. If the process were continued, 
the 20 milhons would become 40 in about another 
fourteen years ; and if during those fourteen years 
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the annual million were also still sent, our wliole 
investment in 28 years would be about 60 millions. 
Continuing in the same way, the investment at the 
end of 84 years would be 1,260 millions ; or half as 
much again as our national debt. 



III. 

. rpHIS is not a mere trick of figures, 

osii Liy . j^ ^^^ ^ result physically possible. The 
Indian railways have to a great extent been formed 
with capital borrowed at 5 per cent, and some 
contingent profit. It is true that the railways have 
been constructed, as in England, by joint stock 
companies : but there is this difference between 
India and England, that here the companies incur 
all the risk, there it is not so. The Indian Govern- 
ment, in order to secure the immediate construc- 
tion of the lines, have guaranteed 5 per cent, 
dividend to the shareholders. The English share- 
holders therefore, have the security of the Indian 
Government. But that Government is indifierent 
as to whose money it is that they guarantee : if a 
million a year were remitted for these purposes by 
the British Government, that would as a matter of 
course, come under the guarantee. 
cvmounis: If this scheme had been begun about 

railways; j^4 years ago, the investment, with com- 
pound interest similarly laid out, would now be 20 
millions. This may seem a large sum : yet what is 
it in such a country ? In England the capital of the 
railways is reckoned by hundreds of millions : though 
the Indian cost per mile is far less, the country is 
vastly greater : I have mentioned that already the 
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earnings of some of the lines exceed the guaranteed 
5 per cent. ; there is hope therefore, that a great 
extension of railways will be possible. Twenty mil- 
lions, the fourteen years' accumulation, might be 
multiplied many times, before this mode of invest- 
ment was exhausted. 

water. Many other kinds of permanent im- 

provements are wanted : especially, the means of 
storing and distributing water. At present, con- 
tinued drought brings with it consequences, such as 
it sickens one to read of. The Irish famine of 
twenty years ago was horrible : it was caused by an 
unexampled failure of the potato : it was not pre- 
ventible, unless by a previous prohibition of growing 
potatoes as the main food of the people ; an inter- 
ference not sanctioned by our prevalent notions of 
the functions of Government. What if the Irish 
famine had been preventible ? What if the due dis- 
tribution of water was all that was wanted ? Should 
we not have been laying out money ever since, in 
building tanks and constructing canals ? Now in India, 
famines are constantly occurring : it is stated that 
there have been three in twelve years. The scale 
of misery is gigantic : in the one province of Orissa,* 
it is beUeved that the late famine destroyed one-fifth 
of the population ; just as if four milhons had died 
in England, or a million and a half in Ireland twenty 
years ago, or 600,000 in London. The actual deaths 
in Orissa are estimated at 750,000 or perhaps a 
milhon. To mitigate such calamities, the old con- 
querors of India did in fact construct vast tanks and 
watercourses : all these want restoring. Here there 
is room for great investments, for which the Indian 
Government might well borrow money at 6 per cent., 

* Spectator, 1996. 1077. There must be a good deal of conjecture in these 
statements ; and conjectural statistics are particularly unsatisfactory. 
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even if some of the interest had to be paid out of 
taxation. 

Investments But We need not fear that profitable 

generally. investments would be wanting. Capital 
hitherto, has been scarce in India, as it always is 
in countries where for centuries there has been no 
security. That this security is still imperfect even 
in our possessions, is I fear true : that it is still more 
defective in native states is indisputable. An inte- 
resting paper attributed to a native, though written 
in English,* praises the administration of criminal 
justice, but only apologizes for the absence of civil 
justice. Violence is repressed ; chicanery flourishes. 
TJwugh want " In cities and towns, in the midst 
of security: of squares and bazaars, the banker sits 
native states, ^^h the Same ease and contentment of 
mind with his iron chest loaded with gold and silver 
coins, and his writing-box containing cheques, notes, 
drafts, and hundis, as he would do in the British 
cities of Delhi and Agra. The confectioner has the 
same flourishing and attractive shop as his brethren 
in Benares and Allahabad, and the artizan produces 
the same fancy articles as the members of his craft 
in other parts of the country. The carpenter works 
with his chisel with the same independence of spirit 
as his race throughout India ; and the blacksmith 
beats his anvil and sings his ballad in a mood of 
mind equally expressive of happiness and content- 
ment. In a word, security of life an,d property in a 
native state is not less than it is in the British 
districts, and forced labour is to the full as restricted 
in the one as in the other." 

On the other hand : — " There are officers to decide 
on civil suits, who, the civil law being in essentials 

* Spectator, April 27. 1867. 462—464. 
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divine, ouglit to be priests, but who in practice are 
the nominees and favourites of the local authorities, 
without learning, or honour, or influence. Except 
in matters of marriage, inheritance, or divorce, 
where the law is too dear for them and people are 
apt to use their swords, they sell their decisions, 
and the consequent insecurity of all property, except 
land, is incomparably the greatest evil in a Native 
State. The only remedy is an appeal to the Prince, 
who is often a nullity, or to the plaintiff who can be 
influenced in different ways, through his relations, or 
his women, or his children, or his friends, or some- 
thing or somebody wholly apart from justice. Civil 
justice, as we understand it, scarcely exists." 

Without security there will be little accumulation : 
therefore, till the habits of the people and the modes 
of administration are greatly altered, capital will be 
scarce ; the rate of interest will be high ; and there 
will be abundance of room for the investment of 
British funds. 



IV. 

Comparison of T^ WB recoUect the aggregate value of 
Great Britam JL English property, we shall the more 
and India. readily believe that it wiU be long before 
India is saturated with capital. By means of the 
probate of wills and the tax on successions to realty, 
we know pretty nearly what Englishmen really 
possess. It is believed that the whole property of 
the British Isles is not less than six thousand mil- 
lions. The population of our Indian possessions is 
nearly five times as great as ours ; and without 
assuming the , possibility of bringing up Indian 
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property to thirty thousand miUions, we may con- 
jecture that it might be possible to gradually invest 
20 or 100 or 1,000 millions, without any alarming 
results. 

Must he done I have assumed that these investments 
gradually, are made gradually, beginning with only 
one milHon the first year : also that the operation 
having begun 14 years ago, there would now be 20 
millions invested. In fact, without allowing for the 
Great Ganges Canal, or other means of distributing 
water, the railroads alone would have been far more 
than sufl&cient to swallow up the 20 millions, and 
would have well paid H per cent. Next year the 
supply of capital would be two millions : viz., the 
million sent over, and the interest on the 20 millions 
accumulated. 

for woMt of If an attempt were made to invest a 

labourers ; large sum at once, great difficulties would 
occur : for at the present moment, as we are told, 
a want of labourers is felt ; and to such a degree, as 
not only to have greatly raised the scale of wages, 
but even to make any large extension of outlay 
on public works impossible. 

hut steady No doubt, in this, as in other pro- 

progress-ivould ductive operations, a steady demand 
secure these, -^ould secure a Supply. Immigrants 
would be found : not indeed Eviropeans, whose 
bringing up in a temperate climate unfits them for a 
burning Asiatic sun : but Chinese or other Eastern 
races, who show themselves ready to go where em- 
ployment, wages, and security, are to be enjoyed. 
When it came to be understood through the East, 
that the Indian Government systematically executed 
public works, and each year in an increasing ratio ; 
and that therefore, every year, more and more 
labourers were employed ; immigration would supply 
all that was wanted. 
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Increased It may be objected that this would be 

amounts quite Conceivable, so long as the annual 

lereafter. outlay was a million, or even five millions : 

but that the scheme supposes a continuance of the 
process of accumulation, until the invested fund 
amounted to 3,200 millions, and the annual interest 
to 60 millions : how could such an amount be used ? 
I reply that I am not making any pretensions to 
political prophecy : I should as soon think of fore- 
telling the weather for 84 years. I do not predict 
that India will be an English possession in the next 
century ; nor that, if it is an English possession, it 
will be capable of absorbing each year fifty or sixty 
millions in public investments. It will however, 
diminish the apparent absurdity, to recollect that the 
aggregate annual savings of England, with a fifth of 
the Indian population, are computed at more than 
twice this sum.* 

Australia may But India is not our only possession. 
he added. To Say nothing of Canada, a precarious 
dependency, there is Australia, whose population is 
now as large as that of our American Colonies when 
they seceded, and we thought ourselves ruined by 
the loss. What may be the population of Australia 
eighty-four years hence ? Just that period has 
elapsed since we acknowledged the United States 
independent : their numbers have multiplied ten- 
fold : in a period of the same length the Austrahans 
may become as numerous as the Americans are now. 
Emigration is more difficult, no doubt : but the 
means of transport are facilitated ; the habit of 
moving from place to place has been formed ; and 
people now shrink less from a voyage to the An- 
tipodes, than they did fifty years ago from crossing 

* Economist, 12th and 19th Dec, 1863, reckons them at 130 millions. 
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tlie Atlantic. Australia therefore, might be added 
to India as a field for investment ; and judging from 
past experience, a continent containing hereafter 
thirty millions of European descent, and principally 
of English descent, with unoccupied land of indefinite 
area, would easily absorb vast capitals annually at 
an interest of 6 per cent. 



V. 

A new colonial A N enthusiast might regard this sys- 
system imgU _^ \^qj^ a,s a new era in colonization : 
/o ow. j^g might contend that it was a means of 

binding colonies to the mother country with a golden 
chain. New countries greatly want capital : and if 
this were supplied, so far as public purposes are 
concerned, and at a moderate rate such as 5 per 
cent., there would be a strong motive on the colonial 
side for continued dependence. We have ceased to 
use the colony as a protected market ; we are with- 
drawing from its military and naval defence ; and 
continued connection with us is precarious ; but if 
we became the patron in money matters, supplying 
capital, and taking only a moderate share of the 
gains, the old attachment might revive. 



VI. 

Explanatio7is : T ET US now go back to 1786, and 

sii/ppose Indian \j compare the scheme of that year 

inveOment -with my imaginary one : let us imagine 

that Pitt had combined his measure with 
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his Indian bill passed not many years before ; and 
had proposed, subject to the approbation of his 
Board of Control, that the Bast India Company 
should receive a million a year from England, should 
lay it out in tanks and watercourses and other pro- 
ductive works; paying 6 per cent, interest, anjj 
again investing tins interest in the same way. The 
investments would have been, in 1786-7, 1 million ; 
1787-8, 2,050,000; 1800-1, 20 milhons (about). 
The aahial The course really pursued was diflfer- 

course. ^nt. In the first year the Sinking Fund 

Commissioners laid out a million in buying Consols,* 
just as the Bank of England might have done : the 
Consols so purchased were transferred to the Com- 
missioners, just as they would have been to the 
Bank of England. In the second' year, the Commis- 
sioners laid out a second million in buying Consols, 
which were also transferred to them ; but in this 
second year, there was interest coming in on the 
first year's purchase ; this interest was likewise laid 
out in buying Consols. Therefore at the end of the 
second year the Commissioners held Consols which 
had cost them more than 2 millions. 
Comparison . In both cases the Commissioners would 
similarity; have laid out their money and received 
security. In the Indian scheme they would have 
had the security of the Indian Government and of 
the productive works executed : and in the other 
scheme they had the security of the British Govern- 
ment. In both schemes too, the interest received 
would have been invested in the same security as 
the original principal. 

(Mssimilcmty : But there is one remarkable difference 
in the two modes. In the Indian case, a sum of 

* I aay Consols for shortness thongli I do not mean to say that the Com- 
missioners were forbidden to buy other Government Stocks. 
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money -would have been lent in each of the years, 
and 6 per cent, covenanted to be paid. In the 
actual case, the rate of interest would be different 
for each year. It is true that Consols always pay 
3 per cent. : and if the Commissioners bought at par, 
i^ey would get just 3 per cent. : but the Commis- 
sioners, like the Bank, or any other buyer, must 
purchase at the price of the day ; and this price 
is very variable. In 10 or 12 years before 1792, the 
3 per cents, varied from 64 to 96 : that is the rate 
of interest to be obtained was nearly 6 per cent, at 
one time and little more than 3 per cent, at another. 
Under the Indian scheme then, the rate of interest 
would have been uniformly 5 per cent. : under the 
actual scheme it was very variable. 
an actual evil And this illustration exhibits a serious 
in rates of disadvantage of the English sinking- 
mterest. funds. They made their investments in 

a variable security ; and unfortunately, made them 
for the most part when that security was high, and 
the interest to be obtained was low. The very fact 
of their investing raised the price of the funds, not 
merely by taking a quantity from the market, but 
also by improving the credit of the Government. 
In 1716, no doubt, this was the very aim proposed : 
Sir Robert Walpole had to strive first of all to 
strengthen the new dynasty, and he might well, in 
the presence of such a duty, leave posterity to deal 
with the debt. In 1786 however, Pitt really wanted 
to lessen the debt ; and as he was bent on peace, 
and hoped for peace, he did not expect to be a 
borrower, and had no special reason for wishing to 
see the funds high. To employ his million a year, 
therefore, in buying Consols, was to be constantly 
reducing the rate of interest which his sinking-fund 
would get. 
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VII. 



Mr. Fox's T BT US now look at the clause intro- 
clause : ^ Jj duced by Mr. Pox into the bill of 

1786. This clause was "to empower the Commis- 
sioners to accept so much of any future loan as they 
should have cash belonging to the public in their 
hands to pay for." But " whenever that should be 
the case, his opinion Was, that the minister should 
not only raise taxes sufficiently productive to pay 
the interest of the loan, but also sufficient to make 
good to the sinking-fund whatsoever had been taken 
from it." 

tried by the How would this have worked if the 

Indian case, sinking fimd had gone to India ? War 
broke out in 1793, and we soon had to borrow. 
Suppose that in 1794, Mr. Pitt was about to remit 
his quarterly amount of 260,000 £. : that instead of 
doing this he used the sum for the army, and pro- 
mised that on the return of peace it should be 
replaced. This is what the Commissioners would do 
under Mr. Fox's clause : they would take part of the 
loan ; that is, they would leave the money in Mr. 
Pitt's hands, and would receive Consols for it, at the 
market price : Consols being a promise to pay, not 
indeed any capital sum, but a perpetual annuity. 

Of course in the Indian case, the principal, being 
all invested in permanent improvements, could not 
be realized and brought back to England : but neither 
did Mr. Fox propose that the Commissioners should 
realize their principal, by selling part of their stocks : 
it was only cash in hand, unmvested, that he would 
touch. . 

What oljeotion? Is there any objection to the provision 
introduced by Mr. Fox and approved by Mr. Pitt ? 
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The Government wants money, and has to borrow ; 
the Commissioners have money in hand ; or taking 
the Indian case, the Government has money which 
it is about to remit : is not it expedient that the 
Government should use this money, with the under- 
standing that on the return of peace, taxes should 
be levied to replace it ? 

The course Financially, I fear, it is impossible to 

generally defend the continuing the operations of 

immtell'igihle. ^]^g sinking fund in a time of war and 
loans : Hamilton has, no doubt, shown that a serious 
loss was caused by attempting it ; not that he con- 
demns the sinking fund on the whole, because he 
concedes that it caused increased taxation and a real 
diminution of debt : he only contends that with the 
same taxation the debt might have been diminished 
still further in the absence of the expensive apparatus 
of Commissioners and their nominal redemption. 

One objection seems to me to be the same here as 
in the other parts of the scheme ; that the public 
could not understand what was going on. If the 
sum of a million a year had been really remitted to 
India for investment, that would have been under- 
stood ; and so would have been the fact that in 
about fourteen years, this with compound interest 
would amount to 20 millions. If also, under such a 
system a war loan had been wanted ; and Mr. Pitt 
had said, I will keep back my remittances to India 
till time of peace, and then I will raise additional 
taxation, and will pay to India all I have kept back, 
together with compound interest ; this course would 
have been easily intelligible. When peace arrived, 
the nation would have cried out for an effort to fulfil 
the intention of bringing up the arrears. 
Public opinion The Complexity of the scheme of 1786 
the only safe seems to me fatal : the only chance, I 
guardian. imagine, of permanently carrying out 
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any measure for repayment of debt, would be to put 
it under the guardianship of pubUc opinion ; and 
pubhc opinion cannot act unless the public clearly 
understands what is being done. I do not mean 
that this would be a reason for adopting a scheme 
such as this Utopian one of mine, which I have 
advanced merely for illustration : but I do mean 
that some scheme should be sought such as the 
world at large might appreciate and watch over. 



VIII. 

Br. Price's W^- PRICE indeed, condemned the 
objection; ±J taking the Commissioners' cash, 
even in times of loans. He says* that the fand has 
been generally alienated. " In order to justify this, 
it has been usual to plead, that when money is 
wanted, it makes no difference, whether it is taken 
from hence, or procured by making a new loan. But 
in truth the difference between these two methods 
of procuring money is no less than infinite. For by 
employing the Sinking - Fund in bearing current 
expenses, rather than borrowing new money on new 
funds ; the State, in order to avoid giving simple 
interest for money, is made to alienate money that 
must have otherwise been improved at compound 
interest ; and which in time would . have necessarily 
increased to any sum." 

Illustrated. Let US look at this by the light of my 
Indian scheme. Mr. Pitt finds in a particular year, 
that his revenue just equals his necessary expendi- 
ture ; and that if he remits the stipulated million to 



* " Reversionary Payments." 1783. I. 209. 
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India, lie will have to borrow the same sum. Ought 
he to remit and borrow ; or ought he to keep back 
the milhon ? Remit and borrow, says Price : keep 
back the million, says Hamilton. 
Dr. Pi-ice's Dr. Price says, if the million is remit- 

reasmis. ted it will produce £50,000 the first 

year, £52,500 the second year, and by the end of 
14 years will become two millions ; by the end of 
100 years, 128 millions. But the milhon borrowed 
will not increase in this way, nor increase at all : 
simply, £50,000 a year will be paid for interest. At 
the end of 100 years, the whole interest paid will 
amount to five millions, whereas, the addition to 
the Indian million will be 127 millions. This is 
what Lord Henry Petty called making 122 millions 
out of nothing. 

He supposes the Now, if the annual £50,000 of interest, 
£50,000 to te g^g J iiave remarked before, were taken 

taxes paid out „ ,, i -,.. t> ,-i 

of personal ex- n"om the personal expenditure oi the 
penditure. country, the nation would lose only the - 
gratification which the £50,000 a year would pur- 
chase : but if it were taken from the capital of the 
country, the nation would lose not only the million 
but the profits on it, and possibly second profits on 
the first profits capitalized. I think, however, we 
may fairly regard taxes generally as paid out of 
personal expenditure, and not out of capital. 
Hamilton's But Hamilton raised an objection of a 

reasom ; con- different kind. It was during years of 
tmued war. continued war that he had thought out 
his reasoning. He saw that if Mr. Pitt borrowed 
the million I have supposed, he would not be able in 
each succeeding year to pay the interest by taxes, 
but would have to borrow the money to pay the 
interest, and then again to borrow for payment of 
interest upon interest ; that in short the loan of a 
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million would increase at compound interest, just 
like tlie Indian million. 

Loan. Indian Investment. 

1,000,000 1,000,000 

Interest 1st year 50,000 50,000 

„ 2nd year 52,500 52^500 

Aggregate at end of 14 years . . . 2,000,000 2,000,000 

Besides this, there are all the expenses and possible 
losses. 

A war of a There seems therefore, a great dif- 

year, ference between a war of a year and a 

war of many years. In case of a single year's war, 
even if supported by a loan, it might be wise to 
continue a sinking-fund, even at some little loss, 
rather than by breaking its continuity, to run the 
risk of putting an end- to it. The interest on the 
loan in succeeding years, would no doubt, according 
to English custom, be paid out of taxes, and there- 
fore out of personal expenditure ; that is the loan 
would be at simple interest : while the sum added 
during the year's war to the sinking-fund, would in 
future years accumulate at compound interest. 
or of a few Even if a war lasted more than a year, 

years. b^t was still a short one, the same rule 

might be applicable. During the Crimean war, 
which lasted several years, there was no strain on 
the resources of the country, or on the credit of 
Government. There was an annual loan certainly, 
and it may be said that subsequent loans were 
contracted partly to pay the interest on the first 
year's loan : yet remembering the great increase of 
taxation, and particularly the rise of the income tax 
to sixteen pence in the £, it may be contended that 
the interest of all the loans was paid out of the taxes-. 
As soon as peace was restored that was certainly 
the case : and since that time, we have not only paid 
the interest, but have repaid the loans themselves. 
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If we had had such a sinking fund as the one I have 
imagined, accumulating at 5 per cent., our policy 
would have been to continue it during the Crimean 
war. Even if we had had such a fund accumulating 
at 4 per cent., we might have safely contintied it. 
But if a long But if the Crimean war had continued 
*"«'"• many years, with an augmenting ex- 

penditure, with loans great enough to press on our 
resources, and with Consols so low as to compel the 
Government to pay 5 per cent on them, then doubt- 
less, Hamiltoa's reasoning would be just ; and to 
continue a sinking-fund under such circumstances 
would have been a mistake. 

Final com- Here was the difference between Price 

p'm-ison of and Pitt on one side and Hamilton on 
Price and the Other. Price and Pitt hoped for 
Hamilton. j,Qace as the rule, with war as an occa- 
sional exception : after the frequent wars of their 
century they anticipated a season of repose : had 
they foreseen a generation of strife, growing out of ' 
the most extraordinary revolution on record, and 
supported by the malignant genius of one of the 
greatest of imperial soldiers, they would have' de- 
spaired of their own measures. Hamilton, on the 
other hand , brought up in a time of war, accustomed 
to national pressure, to annual loans, and to a high 
rate of interest, unconsciously regarded war as the 
rule and peace as the exception : his reasonings 
apply to his own times : had he foreseen the forty 
years' peace after Waterloo, he would not have 
limited his investigations to the results of Pitt's 
measure, which continued war had spoilt ; he would 
have also inquired what the nation could best 
accomplish in a state of repose. 
England's It has been the ill-fortune of England 

ill-fortune. t]iat the sinking-fund, which required 
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peace, was begun on the verge of a tremendous war : 
tliat the same fund, which peace would have rendered 
fruitful, was practically abandoned just when war- 
was banished for more than a generation. 



IX. 

PART 11. 

MR. PITT'S SINKING-FUND Oi' 1786. 

Sinhmg-fmid The failure of Mr. Pitt's scheme of 
1786; impor- 1786 has been the stock objection to all 
tanoe of under- Yecent proposals. To understand that 
'i^^^^ff^i- scheme thoroughly, is therefore the fun- 
damental necessity of all our reasonings. If that 
scheme was essentially fallacious, we learn from it 
to avoid a similar basis : if it failed merely through 
unfavourable external circumstances, we may venture 
once more upon the same course of action, in hopes 
of better fortune : if the scheme was sound in prin- 
ciple, but had one vicious provision, which the 
unforeseen and long-continued wars rendered fatal, 
then we may see how to found a new scheme on the 
same principle, but free from the mortal taint of the 
old one. I will therefore now examine the sinking- 
fund of 1786, by the light of the Indian illustration 
I have already advanced. 

Condemnation If we are to believe Lord Grenville, the 
by Lord Gren- scheme was essentially fallacious.* 
^^^®- ' ' Few measures have been more largely 

applauded than the Act of Parliament which estab- 



* Essay 1828. 2. 
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lished, in 1786, a sinking-fund for the reduction of 
our National Debt. The writer of these pages 
was himself a party to the too sanguine hopes of 
those who framed and proposed that law ; confi- 
dently believing it one of the greatest services 
which could then be rendered to their country. To 
that opinion he long adhered ; and even now, after 
the lapse of more than foi'ty years, he feels it still 
painful to renounce so flattering a persuasion. But 
the interests of truth and science are paramount to 
all such considerations ; and he who was formerly 
among the warmest advocates of a sinking-fund, is, 
on that account, the more strongly bound to avow, 
on every fit occasion, the distrust which he now 
entertains of its efficacy and real benefit." 
Idiferfrom I propose now to give my reasons for 
hvm. agreeing with Mr. Grenville in 1786, 

and for differing from Lord Grenville in 1828-9. 

To me it seems that he was right in 1786, in sup- 
porting a scheme founded on a sound basis : that he 
was wrong in 1S29, in distrusting the efficacy of a 
sinking-fund, because the fund of 1786 had been 
rendered inefficient by long- continued wars, aggra- 
vated by one unwise provision in the scheme. 



X. 

FIEST STAGE. 

What the T ET us recollect what the scheme was. 
scheme was : XJ The existing taxation was to be 
1st stage. maintained, and a small addition was to 

be made to it ; and it was calculated that there would 
thus be produced such a surplus, that a million £ a 
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year might be appropriated to reducing the debt. 
But in order to get the advantage of compound 
interest, this million was to be paid into the hands 
of Commissioners, with instructions requiring them 
to re-invest all the interest they received : that is, the 
millions paid to the Commissioners were to accumu- 
late at compound interest. To give certainty to the 
operation, the Commissioners were to receive their 
annual amounts before there was paid out of the ex- 
chequer, anything besides the interest of the national 
debt ; and it was thought that by this means, " the 
fund would be secured, and no deficiencies in the 
national revenues could affect it, but such must be 
separately provided for by Parliament." Besides 
this annual million, there were certain terminable 
annuities, the amounts of which as they fell in were 
to be paid to the Commissioners. It was calculated 
that at the end of 28 years, the Commissioners 
would have accumulated such a sum as would yield 
an annual income of 4 millions £. Mr. Pitt's accu- 
racy in these statements was not disputed by Mr. Fox. 
It was founded As I have said before, the foundation 
on surjplus of the plan was no legerdemain : it was 
inaome. ^}^q appropriation of a surplus revenue of 

a milhon sterling, plus terminable annuities as they 
fell in. Upon this solid basis there were founded 
hopes of assistance from the action of compound 
interest ; and if peace had continued, the growing 
prosperity of the nation, and the consequent facility 
with which the surplus million might have been 
raised, render it probable that Mr. Pitt's hopes would 
have been reahzed. In fact, during the seven years 
following 1786, the debt was reduced by nearly six 
millions. So far what was there to lead Mr. Gren- 
ville to any well-founded distrust of the efficacy of 
a sinking fiind ? 
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Hoio the fund Nothing could be more simple than 
might have the principle : the Commissioners were 
leen invested, ^q receive and invest at compound inte- 
rest, a million £ a year at least. But the mode of 
investment rendered the matter less simple. Let us 
say that in the seven years between 1786 and 1793 
the Commissioners had become possessed of 10 mil- 
Hons £. If they had lent these sums to the East 
India Company, to be applied to irrigation and pub- 
lic roads, their assets would have been " sums lent 
to the E. I. Co. on mortgage of their lands, 10 
millions £." Parliament and the nation would have 
understood this. 

and was The Commissioners in fact, had no 

vmested. authority to lend money in this way. - 

They were required to buy Government Stocks, and 
to have them transferred to their names in trust for 
the nation. This marred the simplicity and per- 
spicuity of the scheme. At the end of the first year 
the nation owed, suppose 250 millions £, of which 
however, 1 million £ stood in the names of the 
Commissioners ; or, what is the same thing, of which 
1 million £ "was redeemed." This state of afiairs 
required explanation, and the nation would not be 
quite sure what was meant : it could not apprehend 
and hold fast without effort, the fact that nominally 
the debt remained as before ; but that a million or 
more stood in the names of a Government depart- 
ment, and was really owing by the nation to itself. 



XI. 

SECOND STAGE. 

2nd Stage: T ET US go On to a secoud stage, that 
1793 to 1815. Jj commencing with the long and deadly 
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French war, which broke out in 1793. In that year 
we contracted a loan* of 4^ miUions £ ; in 1 794 we 
borrowedt 11 milhons £, and at a higher ratej 
than in 1798 ; and thenceforward till the battle of 
Waterloo the debt grew fast and yet steadily. The. 
form of a sinking-fund however, was kept up ; and 
it may be true that as special revenue was set apart 
for it, the taxation may have been increased by 
means of it, and thus the debt may have been a 
little kept down. I. have already given an account 
of the various modifications subsequently made in 
the original sinking-fund : of the one per cent, 
charged on loans ; of the redemption of the Land- 
Tax ; of the renewed efforts after the transient 
Peace of Amiens ; of Lord Henry Petty's elaborate 
but short-lived plan of 1807. I have also quoted 
statements froni Lord Colchester's Diary : that in 
1804 the sum of 1-| millions £ was applied to the 
sinking-fund, and that the principal actually re- 
deemed since 1 786 was more than 100 millions £ ; 
and again that in 1811 the principal redeemed was 
200 millions £. I have stated that at the end of 
the war the debt was really about 840 millions, with 
an annual charge of more than 32 millions £. 
Lulicm Suppose now that the Commissioners 

Blustration. \q^^ invested their moneys in India, and 
that in 1798 they had had 10 millions £ there. Say 
that Mr. Pitt in his budget of that year had resolved 
to apply a million to the sinking-fund, with a proviso 
that under Mr. Fox's clause of 1786, this million 
and any other sums not invested, should be lent 
back again to the Exchequer. The Commissioners' 
accounts would have stood thus : 

* Annual Kegister, 1793, GTvronicle 221. It was raised in three per 
cents, at V2, i.e., at about 4i per cent, interest. f Ii>-, 1794, 349. 

J Ih., 1794, 842. Consols fell from 73J in January, to 634 in October. 
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1/93. Anwunt. 

Sinking-fund previonsly 10 millions £ 

Paid over by the Treasury 1 ,, ,, 

One year's interest on 10 millions £ J „ „ 

Total Hi „ 

Assets. 

Invested in India 10 millions £ 

Lent to English Ti-easury IJ ,, ,, 

Total llj „ 

1804. Now let US go on to 1804, when we 

find 1^ million £ applied for tlie year, and at least 
100 millions £ redeemed. 

Amutmt. 

Sinking-fnnd previously 100 millions £ 

Paid over by the Treasury 1^ j, 

One year's interest on 100 millions £ — 

say at 5 per cent 5 ,, „ 

Total .- 1065 ,. 

AKsets. 

Invested in India 10 millions £ 

Lent to the English Treasury in the years 

1793 to 1804 964 „ 

Total 106J „ 

1811. The year 1811 shows a similar result 

on a larger scale, the sum set aside for redemption 
being 13 millions £, according to Lord Colchester. 

Amo^tnt. 

Sinking-fund previously 200 millions £ 

Paid over by the Treasury 13 ,, ,, 

One year's interest at 5 per cent 10 ,, „ 

Total 223 

Absets. 

Invested in India 10 millions £ 

Lent to the English Treasury in the years 

1793tol811 213 

Total 223 
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Assume Indian We sliall get a step nearer to tlie 
investment actual condition of affairs, if we now 
luithdrawn. assume that the Commissioners recalled 
the 10 millions £ lent to the East India Company, 
and lent that sum to the home Treasiiry. The assets 
would then consist of 223 millions £ owing by the 
Treasury. 

Assets. 

Invested in India 1.1 

Lent to the English Treasury in the years 

1793 to 1811 223milliou3£ 



XII. 

Before and '\JU^ ™^y '^^^ ^6® ^^^ differences 



after ] 793 ; in f f between the sinking-fund before 

notSwe ■^''^^' ^^^ *^® ^^™® ^"^^ ^^^^^ ■^''^^• 

^jjerence. j-j^j.-j^g ^]^g peace before 1793, additional 
taxes were levied, and the produce was paid over to 
the Commissioners ; who invested it, hypotlietically 
in India, actually in England ; and who held hypo- 
thetically Indian securities, actually English Govern- 
ment stock. The Treasury, in fact, owed the 
Commission what we will call 10 millions £, and 
paid the interest out of the taxes. 

After 1 793, during the war, the Treasury went on 
paying to the Commission, both this interest and 
additional principal. These sums were invested in 
Government stocks, just as happened before 1793 ; 
with only this difference, that after 1793 the stocks 
were new ones. In point oi form, it made no differ- 
ence as between Treasury and Commission, if the 
sums thus paid over to the Commission were all bor- 
rowed, instead of being raised by taxation. 

Both, before and after 1793, the sinking-iund in 
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tlie hands of the Commissioners went on accumulating 
at compound interest. 

Old and neiv Before 1793 tliB Commissioners used 
stocks. the sums in their hands, to buy on the 

Stock Exchange portions of old consols or other 
stocks : after 1793 they received from the Govern- 
ment portions of new consols or other new stocks. 

As to form there was no difference : both before 
and after 1 793, the Treasury owed the Commissioners 
so many millions of money, just as the Treasury 
owed to th.e public a far greater number of niillions 
of money ; or more exactly, the Treasury was under 
an agreement to pay certain perpetual annuities to 
the Commissioners, and a far greater amount of per- 
petual annuities to the public : the perpetual annui- 
ties before 1793 being old ones, after 1793 new 
ones. 

Interest out of The interest before 1 793, whether paid 
taxes or out of to Commissioners or public, was fur- 
loans. nished by taxation : after 1793 it was 

mostly furnished by loans from the public. 
Difference to To the nation there was a vast differ- 
the nation, ence in these two modes : for before 1793, 
not only there was no increase of debt, but taking 
Treasury and Commission together, there was a 
diminution both of debt and of annual charge : after 
1793 there was an increase every year both, of debt 
and of annual charge. 

and to the To the Commissioners also there was 

Commissioners, a vast difference ; not in form but in 
reality. In form, the interest was regularly paid, 
and additional principal was handed over : but in 
reality, there was created elsewhere a debt equal in 
amount to the sums paid to the Commissioners ; and 
this creation of debt was of necessity temporary : 
what was to come after it ? 
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Term wanted : W© Want a term to express this dif- 

suppose the ference. To simplify the case, suppose 

smldng.fund the Treasury had said to the Commis- 

m a eyance. ^^^^ . ^^ -^^^^ ^^ ^^^ contimies we Can 

pay you no interest ; but we will keep an account of 
what we should have paid you if peace had been 
maintained, and all such suspended payments shall 
accumulate at compound interest, and on the return 
of peace we will pay you. 

Active and The Treasury's debt to the Commis- 

passivedeM. gion before 1793 might then be called 
active; after 1793 it might be called passive: just 
as the Spanish national debts are called active when 
interest is paid on them, passive when no interest is 
paid on them. 

I have supposed that the Treasury suspended its 
payments to the Commission during the war, and in 
this case the debt would have been passive even in 
form : in reality the Treasury did not suspend those 
payments during the war, and in form the debt was 
active. 

Takinof into account however, the whole finances 
of the nation, the debt to the Commissioners was 
passive ; because the Treasury borrowed from the 
public what it paid to the Commissioners, and 
created debt to the amount of interest paid. "We 
may say therefore, that before 1793 the debt was 
active, and that after 1793 it was passive. 

It may seem that to the Commissioners it was 
indifierent, whether the sums they received came 
from taxation or from loans. There was this dis- 
tinction however : so long as the sums came from 
taxation they might probably continue to be paid in 
perpetuity : but when they came from loans they 
would continue to be paid so long only as loans 
were made ; that is in fact, so long only as the war 
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Avent on : as soon as peace returned tliey would 
have to be paid out of taxation ; and it was doubtful 
whether the pubhc would submit to the necessary 
taxation. 

The debt to the Commissioners though in form 
active was no better than passive ; and on the 
return of peace it became passive in form as well as 
reality, because loans ceased, and the public refused 
the taxation necessary to pay the interest. 
Peace. The honest supporters of the sinking- 

fund hoped that when peace came, the debt owing to 
the Commissioners would again become active : that 
the taxpayers would furnish the amount of the in- 
terest. If the sinking-fund had been suspended 
during the war, if it had been maintained at the 10 
millions which I assume it to have reached in 1793, 
the taxpayers in 1815 might have consented to pay 
the less than half a million required. Unfortunately, 
the passive debt had grown to such an amount as to 
require many millions a year of interest, and this the 
taxpayers declined to furnish. 



XIII. 

THIRD STAGE. 

'drd stage : rilHIS explains the phrase used by 
1815 — 29. J_ McCuUoch:* " the nominal amount 
of the sinking-fund began to be diminished after the 
close of the war" : which means that part of the 
passive debt owing by the Treasury to the Commis- 
sioners, was cancelled. 

* Adam Smith, 1839, 619. 



Ill 

Jloitedy of Fiti The proceedings at the close of the 
and others. ^^ar, tested the honesty of Pitt and his 
successors. McCuUoch qualifies this sinking-fund 
as "a delusive piece of quackery" : some may sus- 
pect that it "was nothing but deliberate trickery ; 
since the actuaries must have known and pointed 
out to the ministers that the sinking-fund was only 
a passive debt from department to department. The 
reply to this suspicion is the fact that after peace 
was concluded, the debt was acknowledged, and 
means were taken for meeting the annual charge. 
In 18] 9, after our occupation of France had ceased, 
and the war establishments had been finally reduced, 
it was proposed to raise 6 millions £ a year for pay- 
ment of interest due to the Commissioners. This 
was found too heavy a burden, and after " various 
modifications " it was enacted that the surplus 
revenue of whatever amount should constitute the 
sinking-fund. At the same time, the claim of the 
Commissioners on the Treasury for hundreds of 
millions, was abandoned The nation repudiated the 
passive debt which their right hand owed to their 
left. 



XIV. 

CONCLUSION AS TO THE SINKING -FUND OF 1786. 

I BELIEVE therefore, that the sinking-fund of 
] 786, was well fitted to reduce the amount of the 
national debt; being founded on the provision of an 
annual million of taxes at least, and the result to 
1 793 being nearly what was proposed. The failure 
of the fund I attribute to the long and expensive 
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wars between 1793 and 1816 ; wlaicb. compelled 
the nation to borrow every year ; and thus putting 
an end to the annual surplus of a million, converted 
the sinking-fund into a passive debt owing by the 
Treasury to the Commissioners. 

Probably the wisest course would have been to 
leave the 10 millions of stock in the names of the 
Commissioners, suspending even the payment of 
interest during the war. On the conclusion of peace 
the Commissioners might have again begun to claim 
the interest ; and the nation would not have refused 
the 300,000 £ or 400,000 £ to which it amounted. 
The 10 millions £ growing at compound interest, 
would have now amounted to a considerable sum 
Besides, the notion of a sinkiDg-fand would not have 
been discredited ; on the contrary, it would have 
held its just place in pubHc estimation : other sums 
would have been added ; the million a year set aside 
by Mr. Pitt would soon have been resumed, and pro- 
bably with the growing population and wealth it 
would have been increased to two or three millions 
a year. Under these arrangements, with the unex- 
ampled continuance of peace, our debt might now 
have been reduced to two -thirds of its present 
amount. All was spoiled by attempting too much : 
by pretending to carry on during war, what peace 
alone rendered possible. 



XV. 

CONOLUSIOKS. 

IN this chapter, I have tried to explain the dif- 
ficulties which occurred in the previous chapter ; 
and to do this I have imagined that the Commission 
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established by Mr. Pitt in 1786, applied to public 
works in India the million annually furnished to 
them by the British Treasury, and the annual 
interest they would have received in India. I show 
that by the year 1870 with interest at 5 per cent., 
there would have accumulated 1,260 millions £ ; a 
sum half as large again as our present debt. This 
is on the assumption that notwithstanding the war, 
the million a year was regularly remitted ; and also, 
that by the year 1793, the accumulations from all 
sources amounted to 10 millions £. I admit that 
the scheme is purely Utopian, and I enter into some 
particulars merely to give force to the illustration. 

I compare the actual proceedings of 1786, with 
these imaginary proceedings. In Part 7, I point 
out the disadvantage " laboured under by the Com- 
mission as to the rate of interest obtained, in 
consequence of having always to invest in very 
fluctuating securities, and generally making bond 
fide investments when those securities are at the 
highest. I also trace the effects of Mr. Fox's clause, 
requiring the Commission to apply money in their 
possession to take a part of any new loan ; the 
results being that to the public at large the trans- 
actions of the Commission became unintelligible, 
and that the sinking-fund itself ceased to be under 
the guarantee of public opinion. I show why in my 
opinion, Dr. Price was wrong in requiring that the 
sinking-fund should be continued during a time of 
war and loans, and why Hamilton was right in 
condemning that practice. 

In the Second Part I examine more minutely Mr. 
Pitt's scheme of 1786. I find that in its first stage, 
between 1786 and 1798, it was an honest sinking- 
fund, founded on an annual surplus, which surplus 
was taken every year out of the Budget, and placed 

Q 
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in the hands of a Commission, for accumulation at 
compound interest. As to the second stage begin- 
ning with the war loans of 1793', when the debt had 
been reduced by about 6 millions £, I inquire what 
results would have followed if the Commission had 
invested its funds in India. I then go on to 1804, 
when the sinking-fund amounted to about 100 
millions £, and to 1811, when it amounted to about 
200 millions £, I ask what would have been the 
condition of our finances if peace had been made in 
1811 ; and I reply that the Government would have 
owed to the public about 600 millions £, and to the 
Commission about 200 millions £. I then inquire 
what was the difference between the 6 millions £ 
sinking-fund before 1793, and the 200 millions £ 
sinking-fund in 1811. I find that before 1793, the 
debt was an active one : that from 1793 to 181 1, the 
debt was a passive one ; the interest either not being 
paid to the Commission, or only paid by contracting 
a debt elsewhere : that on the hypothesis of a peace 
and a cessation of loans in 1811, it was necessary to 
make the debt to the Commission again active ; that 
is, without borrowing, to pay the Commission the 
annual interest on 200 millions £, amounting 
permanently to far more than 6 millions £ a year. 
I give reasons for believing that this was really 
intended by Pitt and his successors, whose good 
faith in the matter is therefore not necessarily 
impugned. 



CHAPTER IV. 

PEOGEESS OP DEBT AND EEPATMENT 
BEITISH AND EOEEIGN. 

I. 



British Pro- T WILL now give a ghort statement, in 
gress unsatis- J_ general terms, of the progress of our 
jac ory. debt since its commencement at the 

Revolution. In our earlier history we find loans 
made to the Sovereign, not to the nation : for 
example ; the City lent Henry VII. £4,000, which 
sum was punctually repaid * Queen EHzabeth's 
exactness in repayment is also mentioned by 
Strype.f 

I will add a few figures as to the debt and the efforts 
for repayment of other countries. The English 
pride themselves on their political and financial 
prudence : I fear that the following tables will not 
confirm their self-laudation. 

Belt has out- The prosperity of Great Britain during 
run^prosperity. the last hundred years, is, on so large 
a scale, unexampled; while its population has 
multiplied, its wealth has increased still faster : yet 
its National Debt has augmented in a still greater 
ratio ; and in times of peace little has been done to 
pay off the war debts. 



* Bacon's Henry VII., Ed. 1852, p. 362. 
t Strype's Annals, Ed. 1725, 2. 102. 
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1689 to 1866. The following are the amounts given 
in a Parliamentary Paper 19 July, 1858. (443). 



1691. 


3 milli 


1702. 


13 „ 


1714. 


36 „ 


1727. 


52 „ 


1763. 


133 „ 


1775. 


127 


1786. 


246 „ 


1793. 


240 


1815. 


860 „ 


1838. 


787 „ 


1855. 


802 „ 


1857. 


832 


1861. 


818 „ 


1866. 


803 „ 



It will be seen that the amount is now larger than 
it was in 1838 : in the 28 years we had one 
war, that with Russia : the Indian mutiny cost us 
nothing : at the end of the generation we had 
increased our debt instead of lessening it. 
Tlie anrmal The annual charge indeed, is much 

charge Imuered. leSS than it waS. 

In 1816 it was 32 millions. 

„ 1838 it waa only 29i „ 

„ 18R0-1 „ „ 284 „ 

It then fell to 26i „ 

It is now 26 ,, 



How ? partly 
hy fall of in- 
terest : partly 
hy cessation 
of terminable 
annuities. 



A considerable part of this reduction 
has been caused by a fall in the rate of 
interest, a small part by diminution of 
principal. The sudden reduction in 1861, 
was caused by the falling in of a large 
amount of terminable annuities. Part of the previous 
annual payment was in fact a sinking-fund. Even 
now we are paying in the same way more than a 
million a year beyond 3 per cent, interest and cost 
of management ; and this also is a sinking-fund. 
1856 — 66 and The most unsatisfactory circumstance 
1838 — 66. igj that the debt is larger than it was 
in 1855 : that is, that during eleven years we did 
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not quite repay the loans we contracted. The 
period has been one of singular prosperity : there 
was commercial disorder in 1857, but it lasted only, 
a short time : nearly each year the Chancellor of the 
Exchequer has had to announ ce an income beyond his 
estimate, through the constantly increasing produce 
of the taxes. Other nations, seeing our success, are 
strongly imitating those free trade measures which 
they believe to have produced it, and most of those 
imitations add to our commerce and our resources. 
Yet with all this flow of national income, we had not 
up to 1866, paid back the money we borrowed in 
the previous 9 years. Eeduction of expenditure, 
reduction of taxation : anything but systematically 
paying our debts. 



II. 

We approve TTTHILE we thus shut our eyes to our 
thesinkmg- yy ^^^ dutv, we are ready to admire 

funds of others : -, t -, ,^ ,• "'n r- 

the United ^^^ applaud other nations who perrorm 

States. theirs. The United States between 1861 

and 1865, incurred a debt of which the interest is 

nearly as much as ours : as soon as the war ceased, 

the ministry and the newspapers declared the nation 

ready to pay off the whole principal within the next 

generation : we strongly approved and half believed. 

If such a resolution is good for them, why not for 

us ? 

j^jiat the -^^ starting, the United States did 

United States wonderful things. Peace was concluded 

home done: in 1866 : by the 1st August of the next 

wppcm-ently, year, it was announced that 25 millions 

£ had been paid off. Sanguine men began to cal- 
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culate how few years would at tliis rate discharge 
the whole ; and there were smiles on American faces 
at the thought of their superiority to the effete 
Europeans, whose national debts never are dis- 
charged. 

really. But a little investigation diminished 

the wonder and the hopes. In the early part of 
1865, the Government, whatever they -might anti- 
cipate, could not trust in the termination of hostilities : 
they might expect that Sherman would march across 
the Southern territory to the Atlantic ; that Rich- 
mond would fall ; that Lee would surrender ; that 
Stephens would be their prisoner : but their " ninety 
days' " boasting had so often been falsified that they 
continued to prepare for further war, by strictly 
levying their taxes and by raising loans. Thus, 
when peace suddenly came, they had large sums of 
money in hand, and with these they repaid part of 
the loans. They had the pleasure of dazzling the 
world by announcing the discharge of 26 millions £ 
of debt in one year ; but the feat could not be 
repeated. 

Still lent on Still however, they seem bent on re- 
repayment, as payment : they want to do what they 
formerly. j^^ve done before : the Federal Govern- 

ment has more than once discharged all its liabilities : 
it is the separate States, Pennsylvania for a time, 
and Mississippi permanently, that repudiated their 
engagements. 

mfficuUies : ^ The American people however, begin to 
charges a/re find that the civil contest has left among 
perhaps them the same evils that Europeans have 

30,000,000 £. suffered formerly : they have discovered 
that even democratic freedom and unlimited territory 
leave men exposed to the consequences of profuse 
expenditure. Charges on a debt cannot be paid 
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■without taxation : the interest and pensions they 
have to supply annually are said to be no less than 
30 millions £.* It is true that the principal of the 
debt is nothing like in proportion to this ; being 
on the 1st April, 1867, only 2,523" millions of 
dollars, or rather more than 600 millions £ ; 
supposing that all of it will be paid, or permanently 
assumed, as if it had been borrowed with the dollar 
worth 4s. 2d. as it was before the war. The 
principal is only five-eighths of ours. Besides this 
however, it is contendedf that we ought to take into 
account the debts' " incurred by individual States, 
Counties, and Towns, for bounties and other war 
purposes ;" amounting according to one writer to 
300 millions £, though other persons say this is a 
gross exaggeration. The purchase of the Russian 
territory henceforth to be called Alaska, the negocia- 
tion for the Danish islands, and the rumoured ofier 
of Cuba by Spain, are unfavourable to the declared 
resolution to vigorously diminish these alarming 
liabihties. A punster might suggest a propriety in 
the new name, Alaska. 

Bisiurlance of For the present also, the productive 
'production. powers of the Union are in disorder ; as 
might have been expected after such a sudden, 
monstrous struggle, ending in the forcible emancipa- 
tion of four millions of slaves, and the destruction of 
a great part of the capital of those who should have 
been their employers. In 1819, four years after 
European peace had been concluded, the distress in 
England was frightful. The commercial relations 
which had adapted themselves to twenty years of 
war, had to be modified : as Robert Owen said, 



* Economist, 27th April, 1867, 470, col. 1. 
t Economist, May 25, 1867, p. 585, col. 2. 
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" War, our great customer, is dead." A similar dis- 
location has taken place in America. 
Account ly The Economist of 27tli April, 1867, 

the Standard, quotes from the Standard, the following 
remarkable account : — 

" Trade has not been so dull since 1857 as at the 
present time. The warehouses are filled with idle 
dealers, the shops with idle clerks, the streets with 
idle mechanics. The spring business is already over. 
The merchants are preparing for a storm. The 
people are wearing their old clothes, drawing on the 
Savings' Banks, and giving another turn to the 
economical screw. Rents and provisions are enor- 
mously high ; and although dress goods are cheaper 
than at the same time last year, the people have no 
inchnation to buy. I am confident that a month will 
not elapse before the failure of some of our oldest 
mercantile houses is chronicled. The depression is 
noticeable in every department of trade. The news- 
paper proprietors, with one exception, are drawing 
on their capital. The business of the railway com- 
panies is much smaller than at the corresponding 
period last year. The woollen and cotton mills are 
running upon short time, and some of them will soon 
suspend work altogether. And, a worse sign, the 
clamours of the Gold Eoom and the Stock Exchange 
are more furious than ever. People are everywhere 
grumbling about the high taxes. The nigger question 
is being lost sight of in the financial question. A 
hundred circumstances betoken great uneasiness in 
the public mind — trouble in the present and fears for 
the future. The statements of the Secretary of the 
Treasury are satisfactory, as showing a reduction in 
the public debt, and a heavy balance of gold in the 
Treasury ; but when the bills of expenses incurred 
by Congress become due, the showing will have a 
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different colour. We have wantonly deprived our- 
selves of tlie benefit of the resources of the most 
fertile half of our domain. While adding to the 
burdens of the North, we have paralysed industry in 
the South. 

"During the war, we burned the candle at both 
ends. The attention of' the crowd was directed to 
the illumination. Engaged in a gigantic war her 
children were never before so prosperous. Fortunes 
were never before made so rapidly. The mechanic 
was never before so busy and so well paid. So 
rich were the Americans that they were able to make 
a free giffc of hundreds of millions of dollars to their 
volunteer soldiers. .... 

" All this has changed. The army has disappeared. 
The hundreds of workshops where army clothes and 
munitions were manufactured are closed. The 
working men have used up their savings of paper. 
To be sure the paper dollar is, when compared with 
the gold dollar, worth more than it was a year ago, 
but it will buy less than then " 

Biscvppmnt- All this is a great disappointment to 

ment to the those Americans who believed that a 
Amenoa/iis. national debt would scarcely be felt in 
their great country. The following summary of the 
nonsense that was talked, appeared on the 27th 
July, 1865, in a Bristol paper of which I have lost 
the name. 

" Mr. Jay Cooke, the financial agent of the United 
States Government who is charged with the issue of 
each successive loan, has set up it as an authorized 
dogma, that a national debt is a national blessing, 
and the New York press generally support him in 
this view. The Journal of Commerce, however, and 
the Neiv Yor^ Commercial Advertiser dispute the new 
theory, and the latter, while protesting against the 
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method employed to attract subscribers by the aid of 
' advertisements like those of patent medicine vendors 
or of the managers of circuses and menageries,' 
asks why, if a national debt is such a blessing, have 
the A merican people always insisted on economy in 
the adminstration of their Federal Government ; 
and why, instead of a debt of six hundred milhons 
sterling, should they not at once seek to have one of 
six thousand millions ? Mr. Jay Cooke, in a series 
of propositions, stated with all the pomp of mathe- 
matical precision, informs the people that the 
advantages of a national debt will be that the larger 
portion of its annual responsibility will fall in America 
as in England, upon the proprietary rather than the 
operative classes ; that by the abundance of capital 
it creates ' it will probably transfer the workshops 
of the world from England to America ; ' and, 
lastly, that, as it will render requisite a high tariff on 
foreign manufactures, it will be a wall to prevent the 
domestic manufactures of the country from being 
washed away by importations. ' Protection and 
Excise,' it is proclaimed, ' are essential to each 
other. Both are necessary to sustain the National 
Debt. It will be seen from this that the United 
States is moving in the wrong direction. 
England goes in for free-trade ; the United States 
demand protection ; England is very glad 'to have 
her debt reduced if it is only to the extent of ten 
milhons ; the United States says a debt is a blessing 
that will ultimately resuscitate American finance, 
consolidate national manufactiu-es, and enable 
America in general to whip all creation. This is 
an excellent view to take — so long as the loans are 
wanted." 

It must be remembered that just as much non- 
sense has been talked in England. So great a 
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genius as Coleridge maintained that taxation was 
not the evil it appeared. I am not aware whether 
he published his opinion ; but if he did not, many 
others, were less prudent. 

Bearness, from But why the gold dollar should buy 
taxation, ^ go Uttle, requires explanation ; which 
however, is the very simple one of the pressure of 
internal taxation.* 

on everything " The American law took no notice of 
made : the division of labour ; such a law could 

not, indeed, make a distinction between articles sold 
to a manufacturer and articles sold to a consumer ; 
it would have been baffled by wholesale evasion if it 
had attempted a distinction. It taxed all 'makings' 
6 per cent." The Commissioners say, 
often taxed "Under the operation of this law, 

twice over. the Government now levies and collects 
from 8 to 15 per cent., and even in some instances 
20 per cent., on almost every finished industrial 
product. In order to fully understand the reasons 
of such conclusions, it must be borne in mind 
that but comparatively few products of manu- 
facturing industry come to the consumer as the 
result of one process, but that the finished product 
is almost always an aggregate of several distinct 
and separate manufacturing processes." After 
mentioning an umbrella as an article of which the 
parts are made by several manufacturers, and which, 
therefore pays 6 per cent, first on each part, and 
then 6 per cent, again as a complete umbrella, 
the- Commissioners go on :-- 

Shiphuilding " The effect of this upon such a trade 
am example. as shipbuilding is obvious. A ship is a 
far more composite article than an umbrella. The 



* Economist, April 20, 1867. 438. 
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frame of tlie stip may be cut out and put together 
in the building yard ; but the iron, the yellow metal, 
the masts, the sails, the spars, the cordage, and 
much else, must all be bought elsewhere ; it is what 
Americans might call ' an assembled article' ; and 
upon every item so collected, two taxes at least are 
paid— one by the seller, of whom the shipbuilder 
buys, and another by the shipbuilder himself. The 
new taxation of America has therefore, a most sure 
tendency to drive capital from a complex manu- 
facture like shipbuilding to simple manufactures 
which are only charged once, and agriculture which 
is not charged at all." 

Compared with This American tax, levied again and 
iheformer again On the same article, too nearly 
Spanish tax resembles that Spanish alcavala to which, 
onsaes. says* Adam Smith, "TJstaritz imputes 

the ruin of the manufactures of Spain." The motive 
indeed, was different in the two countries. In 
America it was a resolution to maintain the great- 
ness of the Union, at whatever present inconvenience. 
But in Spain it was an attempt to increase the royal 
revenue at the expense of mercantile profit. 

" In * consequence of the notion that duties upon 
consumable goods were taxes upon the profits of 
merchants, those diities have, in some countries, 
been repeated upon every successive sale of the 
goods. If the profits of the merchant importer or 
merchant manufacturer were taxed, equality seemed 
to require that those of all the middle buyers who 
intervened between either of them and the consumer 
should likewise be taxed. The famous alcavala of 
Spain seems to have been established upon this 
principle. It was at first a tax of ten per cent., 

* Adam Smith, Book v., chap. 2. McCuUoch. Edition, 1839., pa. 407. 
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afterwards of fourteen per cent., and is at present 
only six per cent, upon tlie sale of every sort of 
property, wliether moveable or immoveable ; and it 
is repeated every time the property is sold. The 
levying of this tax requires a multitude of revenue 
ofl&cers sufficient to guard the transportation of 
goods not only from one province to another but 
from one shop to another. It subjects not only the 
dealers in some sorts of goods, but those in all sorts, 
every farmer, every manufacturer, every merchant 
and shopkeeper, to the continual visits and examina- 
tion of the tax-gatherers. Through the greater part 
of a country in which a tax of this kind is established, 
nothing can be produced for distant sale. The 
produce of every part of the country must be pro- 
portioned to the consumption of the neighbourhood." 
Aceoimtsfor The American tax, being levied only 
the highprioes on things made, and not on raw produce 
nor on sales of goods, is doubtless much less op- 
pressive than the alcavala. But it is quite sufficient, 
supported as it is by high import duties, to account 
for the present prices of commodities, which are 
extravagantly high, even after allowing for the fact 
that it takes 135 or 140 paper dollars to buy 100 
gold dollars. 

actually " Take* the condition of the ordinary 

prevailtncj. working man — a carpenter let us say. 
While afc work, he receives, if an adept in his business, 
three dollars and a half a day (14s. 7d. if the dollar 
were a gold one). Before the war, he thought 
himself fortunate if he obtained one dollar and a half 
a day (6s. 3d.) But he now pays 6 dols. a week for 
the rent of three rooms ; before the war, he paid a 
weekly rent of 1^ dol. or 2 dols. for the same rooms. 

* Economist, April 27, 1867. 470, col. 2. 
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For flour of medium quality, he now pays, if he buys 
it by the barrel, 12 dols. to 13 dols. the barrel ; 
before the war he rarely paid more than 5^ dols. 
or 6 dols. for the same quahty. The beef that he 
buys for his Sunday dinner costs him now 18 
cents a pound; in It 60, beef of as good a quality 
brought 6 to 10 cents a pound. Potatoes now s^ll 
for 1 dol. a bushel ; before the war they were dear 
at 20 cents a bushel." 

One-fourth From these prices, if we take the old 

depreciation, valuation of a Cent for a halfpenny, a 
fourth must be deducted for depreciation of the 
currency : the price of gold being 135 ; i.e , it being 
necessary to give 135 paper dollars for a thing worth 
100 gold dollars, or fully one-third more. At the 
same time, we must deduct one-fourth from the 
wages quoted. 

Gomparison It is an interesting question, whether 

with England, the Americans will be able to maintain 
^°^*^- any considerable sinking-fund, under 

these peculiar circumstances. A comparison of what 
happened in England at the end of the last war, will 
not help us much. In the year that followed the 
peace 'we had great distress : all the trading channels 
formed by twenty years of war were for the time 
obstructed. Prices, no doubt, were inflated by the 
depreciation of our paper, when compared with gold : 
but this had taken place before the peace ; and after 
1815 there was a general fall. A great meeting was 
held in London in 1816, to consider what could 
be done to relieve the general distress.* " Barns 
and farmyards were full, and warehouses were 
.weighed down with all manner of productions, and 
prices fell much below the cost at which the articles 
could be produced." 

* Life of R. Owen, 93. 
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Cessation of our " The* war was a great and most 
war, 1815. extravagant customer to farmers, manu- 
facturers, and other producers of wealth, and many 
during this period became verj wealthy. The 
expenditure of the last year of the war for this 
country alone, was one hundred and thirty milUons 
sterhng, or an excess of eighty millions sterhng over 
the peace expenditure. And on the day on which 
peace was signed, this great customer of the producers 
died ; and prices fell as the demand diminished, until 
the prime cost of the articles required for war could 
not be obtained " 

English depre- The depreciation of the currency 
ciation of cm-, during the late American war, was not 
^ew2/. jjg^_ rpQ gg^^ nothing of the French 

assignats, or the colonial currency of the American 
revolutionary war, English bank-notes fell so far 
below their nominal value between 1809 and 1815, 
that they were for a time nearly as much depreciated 
as American greenbacks are at present. But after 
the peace they soon- recovered themselves by the re- 
appearance of gold, and the determination of Parha- 
ment to resume cash payments, t 
Gash payments Notwithstanding this _ difficulty, the 
resumed, Sf a nation was bent on diminishing its debt ; 
large sinking, and in 1819, while still suffering from 
fvMd iegmi. depression of trade, from resumption of 



* Life of B. Owen, 96. 

■(• I do not mean to pnt the Bugliah and the American depreciation in the 
same category in every respect. The greenbacks are certcdnVy depreciated 
through excess : our currency was perha/ps depreciated through scarcity 
of gold : if so, it is more accurate to say, not that the notes were depreciated, 
but that gold was enhanced. At present, the weight of authority, and, I 
think, of argument, is in favour of this opinion, once deemed worthy of an 
auto da fe, that the apparent depreciation of paper was a real enhancement 
of gold ; caused first, by the demand for military purposes, secondly, by the 
hoarding which from the time of Pepys until the present century, has 
regularly followed European disturbances. 
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cash payments, and from great political discontents, 
it determined to raise so large a sum as 6 millions £ 
a year for a sinking fund ; a noble resolution, "which 
unfortunately failed in the execution. 
What will tlie It will be very interesting to watch 
United States the future proceedings of the United 
* •*' States. They too, are' bent on paying 

off their debt ; as the Federal Government has 
already done more than once in its history : they 
have imposed an excise duty of 3 cents. (l-|d.) per lb. 
on cotton wool* ; they are submitting to that tax on 
all things made, which seems to interfere so much 
with their industry : they continue the oppressive 
income-tax. But the tax on cotton is protested 
against : the tax on manufactures can hardly be 
expected to hold its ground : we Europeans can 
with difficulty b^elieve that the income-tax will con- 
tinue very long. Determined as they are to pay, 
they may be unable to resist the force of circum- 
stances ; and the necessity of restoring commercial 
prosperity may compel them to postpone their efforts. 
Besides, they have still to take the steps necessary 
to withdraw their inconvertible paper. 



III. 

France : THXCELLBNT articles on national 

imriUngson. jQj debts will be found in many 
French works : particularly in the " fDictionnaire de 
I'Economie Politique ;" and in the very readable 
treatises of M. Michel Ohevaher. \ 



* Eednoed after Sept. 1, 1867, to 2^ cents, (lid.) 

+ Diet, del' Boon. Pol., 2nd Ed. 1.512. 16.812. 16.684. 

X M. Michel Chevalier, " Gours d'Eoonomie Pol." 1. 97. 
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Beht ancient, France began a national debt very early. 
" On salt par nn reglement que fit Sully, en 1604, 
qu'on payait encore a ce moment des rentes crees, en 
1375, par Cbarles Y- ; ce sent les plus anciennes 
dont, en France, nous ayons connaissance. Apres 
Cbarles Y., Frangois ler. emprunta pour porter la 
guerre en Italie, puis pour acquitter sa ran^on, et 
c'est ce dernier emprunt qui a ete I'origine de la 
venalite des charges." 

hutfa/r heavier But it is in modern times tbat it has 
in modem become formidable. 

*''™^- " Le credit public n'existe dans de 

larges proportions et sur des fondemens certains, que 
depuis une epoque assez rapprocbee de nous. On 
pourrait dire qu'il est contemporain de la Revolution 
fran^aise, quoique la dette anglaise fut deja d'un 
milliard pres d'un siecle auparavant. Mais c'est a partir 
de la Revolution fran^aise que le credit public a regu 
generalement une organisation reguliere. Sans doute 
avant ce temps des gouvernements avaient eurecours 
a des emprunts. La republique romaine emprunta 
pour resistor aux coups que lui portait Annibal. 
Franfois ler. avait cre^ des rentes. Louis XIY. et 
Louis XY. avaient fortement endett^ I'^tat, et toutes 
le grandes monarchies avaient suivi la meme voie, en 
vertu de ce penchant qu'avaient ces governements 
sans controle a depenser toutes les sommes qu'ils 
pouvaient se procurer par quelque moyen que ce fut. 
Toutefois, les lois du credit public et ses regies 
supr^mes n'ont ete etablies en theorie et en pratique 
que depuis les dernieres annees du dix-huitifeme 
siecle." 

Le Qrand- During the Revolution of '89, all the 

Livre. debts of the nation were consolidated, 

purged, and inscribed in a Orand-Livre. 
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" La loi du 24 aout 1793, vendue sur le memorable 
rapport de Cambon, ordonna une liquidation generalo 
de tous les titres a la charge de I'etat ainsi que 
I'inscription des creances d^finitivement reconnues sur 
un registre unique qui re?ut le nom de grand-livre. 
EUe prescrivit egalement qu'apres I'inscription de 
toute la dette perpetuelle, il serait fait une copie 
de ce registre, comme une precaution contre les 
consequences d'un incendie." 

The revolution The revolution of '89 and the wars 
and Napoleon, that foUowed, made regular government 
impossible ; and without regular government and 
unimpeachable credit, loans, if they can be had at 
all, must be had on severe terms. Napoleon how- 
ever, refused to borrow largely : he preferred the 
more immoral mode of requiring war to bear its own 
expenses ; that is of making requisitions on invaded 
countries. 

After the After 1816, the restored Bourbons 

peace of 1816. borrowed considerably. The heavy fine 
levied on France by the Allies, caused loans in 1817 
and 1818 of 28 millions £. In 1823 again there was 
the Spanish war, and a loan of 16 millions £. The 
following are the loans from 1816 to 1837.* 



AFTEK 


THE RESTORATION. 




UNDER 


THE 


ORLEANS 


DYNASTY. 


3815 May and 


June 


H 


millions 


£. 


i8no 




8 


millions £ 


1816 






2* 






1831 




6 


jj 


1817 1 






28 






1832 




6 




1818 1 






" 




1835 




5 




1821 






9 


„ 




1836 




2 


^j 


1823 






16 

57 






1837 




4 

26 





* Diet, de I'Econ. Pol., 2nd Ed. I. 684. 
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The interest at different periods has been as 
follows* : — 



ON THE FUNDED DEBT. 

UNDBB THE ELDER BOUKBONS. 

1814, 1st April 2^ millions £. 

1830, 1st August 8 

UNDEK THE OELBANS DINASIY. 

1848, 1st March 10 

CUBING THE KBPUBHC. 
1852, 1st January 10 

UNDER LOUIS NAPOLEON. 

1861, 1st January 14 ,, 

1862, 1st January 14 ,, 

1863, 1 st January 15 „ 

1864, 1st January 15 „ 

A very large sumf has to be added to these 
amounts, for the unfunded debt : in 1862, no less 
than 4 millions £ ; making the annual charge 18 
millions £ instead of 14. 

Beduction As in England, so in France, the rate 

of French of interest has been much lowered from 
interest. time to time : for example, in 1825,$ 

M. Villele reduced a 5 per cent, stock to a 3 per 
cent., while in England there was a reduction from 
5 to 4 per cent., and from 4 to 3^. 
Confusion ^^ 1816 a sinking-fund was com- 

caused by a menced in France, on the principle of 
nominal Mr. Pitt's English one. It has long 

sinking-fund. ^^^^^^ ^^ produce any effect but that 



* See the French " Anntmire de I'Bcon. Pol. et Stat." 
+ Economist, 999, 1152. 
J Juglar, " Crises Commeroiales, 1862," 19, 20 ; and Maclaren, 162. 
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of creating confusion in the accounts. It is owing 
to this, that the annual interest the French have to 
pay, is stated at several millions more one day than it 
is the next day. Thus, as shown by the English 
Economist,* in 1862, the annual interest appeared to 
be nearly 24 millions £ : but the income of the sinking 
fund was nearly 6 millions £ : the real annual interest 
on funded and unfunded debt together was therefore 
about 18 millions £, instead of 24 ; or fully six 
millions sterling less than ours. 

How it appears ^^^ following quotationf will show the 
in French form which the French sinking fund has 
Budget. hqw assumed : — 



" Budget de V Amortissement." 

" Oe projet de budget difffere peu de celui qui a ete 
vote en 1866. Cependant il ne propose ancune 
alienation, ni coupes extraordinaires de hois. 

" II alloue, comme pour 1867, 31 millions, appli- 
cables aux garanties d'interets dues aux compagnies 
de chemins de fer. Or, 1' augmentation considerable 
du trafic de ces chemins aura pour consequence, d'un 
cote, d'attdnuer la garantie due par le Tresor, et par 
suite la depense prevue ; de I'autre, d'elever les 
,recettes de la Caisse d' amortissement par I'accroisse- 
ment qu'eprouvera I'impot du dixieme. 

" Cette eventualite, si elle se realise, rendra plus 
importantes les ressources destinees au rachat des 
rentes, mais sans en tenir compte, la somme dont on 
disposera pour cet objet sera superieure au minimum 
de 20 millions fixe par laloi." 

* JSconomist, Oofc. 18, 1862, 1152. 
t " Jonraal des Economistes," Janvier, 1867, 128. 



133 

Augmented Great as has been the, addition to the 

^lrJ^:7o'^ <^^^^' ^^^ Vo^ev to bear the burden has 
hicrease of grown apparently still faster. It is true 
population. that the people multiply very slowly: 
a fact that dismays those who regard military glory 
as the highest necessity of the nation ; but which 
rather rejoices those who are bent on peaceful 
pursuits, and who see that an increased production 
Avith a stationary population gives a larger share of 
subsistence to each individual. Standing still how- 
ever, is abhorrent to publicists. 

* " Or nous avons malheureusement a montrer 
que notre puissance relative, basee sur le chiffre de 
notre population, va en s'affaiblissant depuis I'ere 
des grandes armees permanentes, et que le projet 
d' organisation militaire, tel qu'il parait avoir et^ 
conpu, aboutirait directement sous ce rapport a la 
ruine de la France. Un grand fait indeniable, 
indiscutable, domine toute la question : notre popu- 
lation s'accroit en nombre avec une lenteur fatale ; 
celle des grands etats voisins augmente avec une 
rapidite consolante pour I'humanit^, inqui^tante 
toutefois pour I'avenir de la puissance franpaise." 

Then follows a comparison of different countries. 
With the exception of Austria, Wurtemberg, the 
Eomagna, the Marches, Umbria, and the ancient 
duchies of Parma, Modena, and Placentia, almost all 
the European states double their population much 
faster than France : Greece in 44 years ; England 
in 62 ; t Prussia in 54 ; Norway and Spain in 67 ; 
Denmark and Sweden in 63 ; Russia in 66 : whereas 
at the present rate of progress, France will not 
double in less than 198 years. The particular con- 



* Revue des deux Mondes, 15th May, 1867. 463. 
■)■ That is England and Wales, not including Scotland and Ireland. 
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sequence which incenses the writer, is this : that 
fifty years hence, France will have only 47 millions 
to oppose to 67 millions in Prussian Germany. This 
interesting topic will be found fully discussed by the 
Paris Society of Pohtical Economy, at a sitting 
when Mr. Gladstone and Mr. Card well were 
present.* 

Qrowing If the opulence of France had not 

French wealth, advanced faster than its population, the 
prospect would be dark : but the immense addition 
to the exports, and the augmented productiveness 
of the taxes, prove that the reverse is true. It is 
obvious too, how this increased wealth has arisen. t 
Productive " Oette activite nouvelle s'est mani- 

puhlic works, festee, surtout depuis 1830, par d'im- 
menses travaux publics qui, executes cette fois sur 
tous les points du territoire, out laisse bien loin 
derriere eux ceux qui les avaient precedes. 125,000 
kilometres de chemins nouveaux ont et6 ouverts, de 
nombreux canaux ont et6 creuses, des rivieres 
ameliordes, des ports crees ou perfectionnes ; 9,000 
kilometres de chemins de fer sont venus s'ajouter a 
ce beau r^seau ; 7,000 autres se construisent et 
doivent s'achever suceessivement. Par suite de ce 
progr^s constant des communications, des ^changes 
jusqu'alors inconnus se sont etablis, les conditions 
du travail ont change de fond en comble, la pro- 
duction a conquis une puissance qui semble braver 
tous les obstacles : les revolutions, les guerres, les 
disettes, les epidemies, tous ces fleaux, autrefois 
mortels, peuvent d^sormais I'arreter dans ses pro- 
gres, mais non la r6duire." 

* Journal des Emnomistes, February, 1867, 307. See also the same pnbli- 
catioD, January, 1867, 110 ; and February, 327 and 842. 

t L. de Lavergne, Economie Eurdle, 1866, 47. 
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French Local Besides the general taxation, Prance 
De6fe. ^ raises considerable sums locally ; though 
as it is presumed, her centrahzed government 
prevents the provincial imposts generally from 
approaching those of Great Britain, where they 
certainly amount to a fourth of what ParHament 
levies. 

That of Paris. Of late years however, the reconstruc- 
tion of Paris has more than made up for this difference: 
the sums expended, as we have recently learnt, 
having gone beyond the wildest conjectures. 

In 1864 indeed, we were told by Mr. Tite,* that 
the Eue de Eivoli, instead of paying its own expenses, 
as sanguine persons supposed it would, by the 
increased- value of the surplus land taken, cost, after 
deducting the price of resales of such land, no less 
than 3 millions £,t of which the city of Paris had to 
pay nearly a million £ : further, that the city had to 
pay for the Holies Centrales another million, and 
nearly as much for the Boulevard Sebastopol. 

In 1865, the trustworthy EconomistX informed 
us that Paris had so large a revenue as 4J millions 
£i, and that it proposed to borrow at one time 10 
millions £. The year afterwards, 1866, we learnt 
on the highest French authority, § that after this 
loan of 10 millions £ had been contracted, the whole 
debt was 20 millions £. In the next year, 1867, 
the pubhc was amazed on learning || that the Credit- 
foncier had advanced in little more than a year, 
11^ millions £. It has turned out since that time,^ 
that the annual budget is nearer 10 millions £ than 
4^ as was formerly said : that a loan has been 

* statistical Journal, 27. 378. f Not francs but pounds sterling. 

J 15th July, 1865. 849 col. 2. (rate of interest nearly 4^ per cent.) 

§ Revue des deux Mondes, 1st August, 1866, 649. 

II lb. April 15, 1867. 1043. t Economist, 1268. 1417. 
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contracted witli the Credit-foncier, of either 15, 16, 
or 18 miUions £ ;* and that the whole debts ap- 
proach 40 millions £. It turns out also that the 
Prefect of the Seine, who bears the responsibility, 
has expended on these reconstructions, 21 millions £ 
beyond what his legal powers authorized : that the 
vast debt has been nearly all contracted since the 
revolution of 1848 : further,t that the 20 years' 
improvements have cost about a milliard of francs 
(40 millions £) ; and that therefore, they have nearly 
all been carried out with borrowed money. 
Marseilles : Marseilles again has pursued a career 

prosperity. of improvements, which to sober-minded 
Englishmen seems alarming. The French are proud 
of their great seaport, and of its rapid increase. 
The population at different periods has been as 
follows. J 

1811 96,271 

1846—183,000 

1866-30O,OOO§ ] ^'^} %Pnn:r'' °^''°°" 
' ^ j for 100,000 more. 

The writer of the article on which I rely, states 
that America alone has the privilege of such rapid 
expansion ; but he is evidently ignorant of English 
growth. 

In 55 years Marseilles increased to more than 
three times its original population ; therefore in 60 
years it would increase to less than fourfold ; but in 
60 years Birmingham increased to more than fourfold ; 
Manchester to more than 4^-fold ; Wolverhampton 
to nearly 5-fold ; Liverpool to nearly 5-^-fold. 1| 



* Economist, 1267. 1382; JovA-nal des Econ. Deo. 1867.437; Economist, 
1268, 1417. 

t Revue des deux Mondes, 72. 1027; Pall Mall, Dec. 20 and 24, 1867. 
J Revue des deux Mondes, 1st August, 1866. 621. 

§ According to the Pall Mall Gazette, 22nd October, 1866, pa. 4, the 
popnlation was in 1836,362,825; in 1866, 547,887. Probably some district 
is meant : no authority is given. || Statistical Journal, March, 1866. 103. 
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Ouflay hi The increase of Marseilles however, 

Marseilles, has been very great ; and is dwarfed only 
by comparison with that of American and English 
towns. It began its course of expenditure nearly 
thirty years ago, when it had no debt. The first 
great work was the " Canal de la Durance," for sup- 
plying fresh water. At the commencement of the 
undertaking, in 1840,* the town revenues amounted 
to 120,000 £, but by 1847 they had risen to 
170,000 £ : in 1866 they weref 420,000 £, of which 
the octroi furnished 1 £ per head of population. J 
The canal and other improvements had cost up to 
1866, 29 mOlions £, of which sum only 3 millions £ 
has been paid by the general government. An 
outlay of 26 millions £ in 26 years, or a million 
a-year, is worthy of the United States. In English 
towns of equal size, a fourth part of the sum would 
be thought alarming, 

and Debt. The debt in ]866| was more than 

4 millions £, much less certainly, than one would 
have anticipated. 

Goiwpare with A Frenchman might perhaps rebut any 
Liverpool. imputation of extravagance, by reminding 
us that the debt of Liverpool has risen to 16^ mil- 
lions £. But in fact, of this large sum, 15 millions £ 
has been borrowed for enterprises that yield a money 
income : vi2i., 13 millions £ for docks, and 2 milhous £ 
for waterworks ; leaving only a million and a half as 
a charge on the local taxes ; a burden not at all out 
of proportion to the population and means of the 
borough. The 15 millions laid out on the docks 
and waterworks, are as far from distressing the 
inhabitants, as the same amount invested in a railway. 



* Bevue des deux Mondes, 1st Aug., 1866. 643. f R; 649. 

X " Diet, de I'Econ. Pol.," II., 288. 
T 
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Condimoii «s On the whole, France has no reason to 
to France. be proud of her financial management. 
In 1819, even after the European demands had been 
satisfied, the debt was but a trifle, which might have 
easily been paid off", and certainly in times of peace 
need not have been increased. But each new 
dynasty, unsettled, and fearing another revolution, 
has been too intent on the present to provide for 
future generations. The elder Bourbons, with a 
nation impoverished by wars and conscriptions, may 
be excused for having added a considerable amount : 
the Orleans dynasty in its eighteen years of power, 
need not have followed this example : but it is the 
present Emperor, who, departing from the practice 
of his uncle, has done the greatest mischief, by bor- 
rowing without stint. 

Other Euro- A table of the debts of other European 

pean comitrie.-i. countries, is given in a recent publi- 
cation : — * 



Great Britain 1865 

Prance 1865 

Russia 1865 

Pmssia 1864 

Austria 1863 

Italy 1865 

Spain 1866 

Portugal 1865-66 

Holland 1864 

Belgium 1864 

Denmark 1866 

Sweden 1864-66 

Norway 1863-66 

Turkey 1865 

Greece 1864 





Per head of population. 


£. 


£. 


a. 


d. 


808 millions 


27 16 





540 


14 


7 


2 


264 


3 


11 


1 


42 


2 


3 


3 


247 


6 


14 


10 


176 


7 


19 


5 


164 


10 


4 


6 


42 


9 


11 


6 


85 


23 


1 


4 


25 


5 


6 





11 


4 








3 





14 


5 


3 


1 


1 


6 


50 


1 


8 





11 


9 


15 


3 



Only an ap- These figures however, are only an 
proximation. approximation to the truth. I have 

* " Annals of British Legislation." April, 1867. 209. 
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sliown in the case of France, that to arrive at the 
real amount, we must first, from the funded debt 
deduct the large sinking-fund, and then add the un- 
funded debt. In this list the French debt is set 
down as having been two years ago 540 millions £ : 
elsewhere* I learn that a year later, the excess of 
expenditure has brought it up to only 483 millions £, 
nearly 60 millions £ less. 

In M. Maurice Block'sf " Puissance Compar^e " 
a similar schedule is given ; and Russia is there set 
down at half the debt of my schedule ; Greece at 
one-third. 



Y. 



Prussia. 



THE two most remarkable cases are 
those of Prussia and Holland. 
Prussia has followed to a wonderful degree, the 
frugal maxims and the careful administration of 
Frederick : this constancy has made her poverty! 
predominate over the resources of her rivals. The 
smallness of her national debt is astonishing ; since 
it is only per head of population one-twelfth that of 
Great Britain, and in absolute amount one-twelfth 
that of France. 



* Pall Mall Gazette, 22 Dec, 1866. 2 col. 
+ French edition, published at Gotha, 1862. P. 164. 
J Grant Duff, 243. It appears however, that Mr. Grant Duff hag under- 
rated the present resources of Prussia. The Revue des deux Mondes, (71. 
pp. 47, 58, and 64), says that though up to 1810 great agricultural distress 
prevailed, and land was worth but little, in consequence of the desolating 
wars before 1815, and of the disturbance caused by the abolition of serfdom ; 
yet that since that time, and especially of late years, much progress has been 
made in the productiveness and prosperity of agriculture. The increase too, 
of Berlin, and other great towns of the ZoUverein, is set down as prodigious. 
—{Pall Mall Gaxette, Oct. 18, 1867, page 7.) 
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Former In comparing other countries with 

repudiatwn, England however, we ought to recollect 
that we always acknowledge the whole of the debt we 
have ever contracted : the wonderful expansion of 
population and wealth, having enabled us to carry 
into effect the honest maxims which have distin- 
guished our orderly Government. Now this has not 
been the case elsewhere ; the desolating wars of 
Napoleon having utterly disorganized most of the 
European administrations. 

very gemral. Lord Colchester says* in 1820, that 
England and Denmark " are the only countries 
which have not confiscated or reduced the sums due 
to their creditors." 



VI. 



Holland ; 



THIS wide statement may not be true. 
I should not have supposed it true 
of Holland ; though the disturbance caused during 
its long occupation by the French, might well justify 
national bankruptcy. 

Hi hewvy debt, Its debt however, is very heavy, and 
far exceeds that of any other nation, with the excep- 
tion of England : as I have shown, it is 23 £ per 
head of population ; against 28 £ in the case of 
Great Britain, and 14 £ in the case of France. 
wonderfidly But it is astonishing to find how much 

diirdnished, the Dutch havc done in reducing the 
amount. They have not gone about the world pro- 
pounding new schemes of finance ; nor have they 
boastfully called upon Europe to admire their reso- 

* Diarv III. 110. 
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lution ; they have simply raised a large revenue, and 
by a frugal administration of affairs, have secured a 
surplus. 

by one-sixth its Between 1850 and 1861, they paid off 
amount in 200 millions of florins, or nearly one- 
eleven years, gixth of their debt : or in English money 
they paid off 17 millions £ in 11 years; leaving 
91 millions £ still owing. 

Example to Population for population, Great Britain 

Great Britain, ought to have paid off ten times as much ; 
or 16 millions £ a year ; whereas, during the same 
number of years, between 1855 and 1866, we bor- 
rowed as much as we paid off. "We pride ourselves 
on our honest financial management ; we hold 
ourselves up to Europe and America as the example 
of what free trade will do ; we boast of the taxes 
reduced in 20 years : and we find that our quiet 
Dutch neighbours have all the while been working 
at their debt while we have been sleeping, and in the 
financial race have left us far behind. 
How can I ^^J ^^ asked how it is that Holland 

Holland spare has Spared SO large a sum as 1-^ millions 
such sums ? £ Si year, or what in proportion to popu- 
lation would to us be 15 millions £ a-year. I reply 
by a quotation from M. Block.* 
M. Blade's " ^^ richesse des HoUandais est 

explanation: devenue proverbiale ; et bien qu'on parle 
Butch maintenant plus souvent des capitaux 

opulence. anglais, il est possible que non- 

seulement I'aisance individuelle des N^erlandais, mais 
m^me la puissance financiere relative du petit etat qui 
tient les bouches du Rhin depassent celle des Anglais 
et de r empire britannique. 

" Dans tous les cas, les Pay-Bas offrent I'exemple 



Puisaance Gomparee," Gotha, 1862. P. 1 
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d'une contree qui porte avec une facilite-— nous dirions 
volontiers elegante — le poids d'une dette immense et 
de lourds impots ; c'est que les depenses de I'etat ne 
sont pas en disproportion avec les recettes des 
citoyens." 

Butch Budget, M. Block gives tlie Budget for 1861. 
186 i. After deducting the sum appropriated to 

railroads, the proportionate expenditure is about the 
same as ours. The revenue is very large ; partly in 
consequence of the singular colonial contribution of 
far more than 2 millions £. If only our colonies, 
instead of mulcting us heavily, would contribute 
20 millions £ a-year to our revenue ! In that case, 
we could easily set aside 15 millions £ a-year as a 
sinking-fund. 

Butch opulence When we remember that the Dutch 
in agriculture, were formerly the predominant naval 
power of the world ; that our navigation laws were 
framed to encourage our marine at their expense, and 
succeeded in that purpose ; that the carrying trade 
of the world is now shared with the English and the 
Americans ; we shall wonder that the opulence M. 
Block mentions has not ceased, and that the aquatic 
Holland has not fallen like Tyre and Carthage. The 
explanation is furnished by a Belgian Professor, M. 
de Laveleye tells us* that as commerce declined, 
capital was applied to the promotion of agriculture ; 
and that as the result, the productiveness of the land 
is now greater! than that of Belgium, of Lombardy, 
and of England (even excluding Scotland and 
Ireland) . 

Bmile de "La Hollande etait autrefois, avec 

Laveleye. Yenise, I'etat europeen qui devait la plus 

grande part de sa richesse au commerce et la moindre 

* EmiledeLavaleye, "LaNeerlande," J865. 253. ^Ihid. 279. 
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a r agriculture. Ce qui permettait au pays de sub- 
sister, ce n'etait pas la cliarrue ouvrant a grand effort 
le sein d'une terre trop humide et sans cesse menacee 
par les eaux, c'etait le navire sillonnant librement les 
flots de toutes les mers. Un ancien ecrivain 
hoUandais, pour dissimuler I'inferiorite de sa patrie 
au point de vue agricole, disait dans eg latin releve 
d'antitheses qu'on aimait alors : — 

' Hollandia non floret agricuUura, sed agriculhira floret in KollandAa.'* 

" II faut arriver a une epoque recente pour voir la 
disposition des esprits changer a ce sujet : cette 
epoque est celle du declin, de la cliute meme de la 
republique des Provinces-Unies . EUe, qui avait 
vaincu I'Bspagne et glorieusement resiste a la France 
et a I'Angleterre coalisees, succomba lentement, on le 
saitjSous les mortelles atteintes d'une guerre de tarifs. 
Les droits differentiels etl'acte de navigation repous- 
serent ses navires de tous les ports ; son commerce 
fut aneanti, sa marine d^truite. * » « 

" II en est des nations comme des bommes. Le 
sort leur a-t-il ete contraire, ont-elles succombe dans 
une lutte inegale, leur commerce, leur Industrie, 
ont-ils decline sous 1' empire de circonstances adverses, 
il est encore a leur disposition une source in6puisable 
de profits et de bien-^tre qui compensera toutes leurs 
pertes, qui guerira leurs blessures, et que ne pourront 
jamais tarir les hasards de la guerre ou les vicissitudes 
des traites : c'est la terre mise en valeur et toujours 
prete a recompenser au decuplef tous les sacrifices 
intelligents qu'on consent a lui faire ; en un mot, 
c'est I'agriculture. C'est elle en effet qui a soutenu 



* It is amusing to find the same quotation in M. Horn's recent work, 
" L'Bconomie Politique avant lea Physiocrates." 

+ This tenfold promise is, I fear, more declamatory than exact : tenfold 
the seed perhaps : but what about remuneration for capital and labour ? 



autrefois la Lombardie et la Belgique, asservies a 
I'etranger et privees de leurs anciennes industries, 
et c'est elle aussi qui, plus recemment, a releve la 
HoUande decliue de son antique grandeur com- 
meroiale." 

General pro- TJie Bnglisli, at present, do not un- 
dress in Hoi- derstand the progress that Holland has 
land. made : if they could be got to read 

something less ephemeral than a newspaper, they 
might become less ignorant of the condition of 
Europe. 

* " Since 1848 not a year has passed without 
bringing to Holland some new good law or wise 
alteration of an old one. The provincial and com- 
mercial legislation was presently remodelled ac- 
cording to the spirit of the constitution, and the 
antiquated state of things in which old Dutch, 
French Imperial, and post-revolutionary Dutch 
arrangements struggled for the mastery, was super- 
seded by a system instinct with the modern spirit. 
Trade soon felt the benefit of the new impulse. The 
navigation laws fell in 1850, and improvements were 
rapidly made in taxation and the tariff, railways 
were pushed forward, a geological survey of the 
whole country was made, and the judicial system 
was reorganized." ....... 

" We have said enough to show that, since the 
great change of 1848, Holland has been adopting 
one after another all those steps which have made 
the glory of our own legislation during the last five- 
and- thirty years. In some of these reforms she has 
followed in our wake ; but there are two depart- 
ments of national life in which, thanks not least to 
Thorbecke, she is far in advance of ourselves, as of 

* Grant Duff, 296. 
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every other European nation. These are— 1. Her 

ecclesiastical system : and 2. Her elementary 

education," 

Holland con- HoUand then, is an opulent, frugal, 

eluded. ^ progressive country, with a heavy debt, 

fast diminishing, the interest on which is paid without 

the least difficulty. 



VII. 

Recapitulation '\\T^ ^^^ ^^ *^^ whole, that foreign 
of foreign fV countries may teach us some 

countries. leSSOns. 

United States. The Americans, I fear, will not set us 
that example of which they gave promise. They 
possess, at any rate in the North, a fourth-of-July 
patriotism, which, being universally diffused and 
annually blown into a flame, secures an unanimity 
and constancy of action whenever the Union is in 
danger : but which may not perhaps prove strong 
enough to maintain such taxation as will be annually 
required for the budget, and to carry out a con- 
siderable sinking-fund. They may end with awaiting 
the progress of population to lessen the burden as it 
has in our case. They may recollect that in seventy 
years their numbers augmented eight-fold;* that 
is, about doubled every 23 years on the average : 
they have still to see how much this rate of 
progress will be reduced by their future heavy 
taxation. 

France. The French compared with us, have 

been an imprudent people. Starting after 1815 



* From 1790 to 1860, 4 millions became 33. 

U 



146 

witli little debt, they have incurred a very heavy one, 
while we have shghtly reduced ours. Revolutions 
have cost them dear, by preventing any care for 
futurity. No doubt, they can bear their present 
taxation without difficulty : but their weight in 
Europe, great as it is, would be far more formidable, 
if the frugal maxims of the first Napoleon had 
guided the administration. 

Examples for l^Tit if the United States and France 
imitation. teach US the dangers of profusion, other 
countries set us better examples for imitation. 
Sweden amd It is too late for US now to follow in 

Prussia. the wake of Sweden, which owes but 

little, and even that little it is said for productive 
outlay on railroads :* we have our debt and we must 
deal with it as we can. Norway also, and the greater 
country Prussia, may move our envy by their freedom 
from heavy debt ; and as we cannot arrive at this 
exemption, we must comfort ourselves with the 
reflection that our superior productiveness enables 
us now to easily bear our load. 

Holland,. From Holland we really ought to learn 

a valuable lesson. That small country has reduced 
its debt steadily at the rate of a million and a half 
sterling a-year ; while we, with something like equal 
opulence and ten times the population, have not 
reduced ours at all since 1855. 

No doubt, the Dutch derive a large income from 
their colonies. On the other hand, they have lost 
their ancient maritime predominance, and have main- 
tained their opulence only by diverting their capital 
to the improvement of agriculture. They do not 
•possess those vast and varied manufactures, which 
during the last hundred years have caused the 

* See Times, 22 Aug., 1861, and Economist, 1059, p. 1383. 
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prosperity of Great Britain. They equal or surpass 
us in wealth, principally because they are individually 
more frugal : we should be compelled to imitate 
them a little if a tax were imposed for the especial 
purpose of supporting a sinking-fund. 



CHAPTER V. 

OUR PRESENT DUTY. 

I. 

T. -^ 1 1- TN the four previous chapters, I have 

Uectmivulatwn. I -n -i t n , ti .i t, 

X recalied such tacts as i have thought 
useful for answering the question ; what ought we 
to do ? 

I have inquired what is the easiest course for an 
individual who has an estate burdened with debt ; 
and I have shown that a prompt sacrifice is his true 
pohcy, because it enlists time and compound interest 
on his side. 

I have given a short history of the different 
sinking-funds of Great Britain ; and especially of 
those of 1716 and 1786. 

I have offered an Indian illustration, for the 
purpose of solving the problems that presented them- 
selves in the two first chapters ; and I have then 
carefully inquired why the sinking-fund of 1786 broke 
down, though established at first on a solid basis. I 
have concluded that in trying to carry it on during a 
long war, too much was attempted ; and that if in 
1793 the sinking-fund had been entirely suspended, 
it might have come into operation again soon after 
the Peace of 1816, and might since that time have 
performed good service. 

I have given a sketch of the progress of debt and 
of repayment, in the principal European countries, 
and in the United States : arriving at this conclusion ; 
that as we cannot follow Prussia and Sweden in their 
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freedom from debt, we ought to gravely consider 
whether Holland does not supply us with a worthy 
example of prudence and honesty. 



II. 

three par7s ° T ^ILL divide this chapter into three 
the heads. X parts, under the following heads : — 

1. Are the evils of a national debt as great as 

they are imagined to be ? 

2. Are there in this country any circumstances 

tending to mitigate or aggravate those 
evils ? 

3. Would a systematic Sinking-Fund correct 

those evils ? 



III. 

PART I. 

Are the evils of a National Debt as great as they are 
imagined to he ? 

B. Hume's T AM dealing here, not with the pay- 
opinions. J_ ment of debt but with the debt itself ; 

and as to this first question, it is well to remove 
ourselves from our present position, and to recollect 
what has been thought of national debt by the great 
writers of a former day. What said David Hume a 
hundred years ago, when the debt was comparatively 
small ? 
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Greatness of It 18 interesting to see tliat in the first 

British efforts, half of the last century, the English 
energy and national resolution to conquer at what- 
ever cost, were displayed just as much as afterwards 
in the wars of the French revolution.* 

" Butf what expedient can the public now employ 
even supposing trade to continue in the most 
flourishing condition, in order to support its foreign 
wars and enterprises, and to defend its own honour 
and interest, or those of its allies ? I do not ask how 
the public is to exert such a prodigious power as it 
has maintained during our late wars ; where we have 
so much exceeded, not only our own natural strength, 
but even that of the greatest empires. This extrava- 
gance is the abuse complained of, as the source of 
all the dangers to which we are at present exposed." 
Supineness as There was also the same present care- 
to financial lessness as to the future. 
danger. + .t j j^-^g^ confess that there has a 

strange supineness, from long custom, creeped into 
all ranks of men, with regard to public debts, not 
unlike what divines so vehemently complain of with 
regard to their religious doctrines. "We all own 
that the most sanguine imagination cannot hope, 
either that this or any future ministry will be pos- 
sessed of such rigid and steady frugality, as to make 
a considerable progress in the payment of our debts ; 
or that the situation of foreign affairs will, for any 
long time, allow them leisure and tranquillity for 
such an undertaking. What then is to become of us ? 
"Were we ever so good Christians, and ever so 

* I fear it is only of late that we can pretend to have followed tho first 
part of the eonnd advice of Poloniua : — 

" .... Bewcvre 

Of eniramce to a quarrel : but, being in, 
Bear it that the opposer may beware of thee." 

+ Hume, Essay on Public Credit, Ed. 1825. 1, 355. J II. 357. 
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resigned to Providence ; this, metliinks, were a 
curious question, even considered as a speculative 
one, and what it might not be altogether impossible 
to form some conjectural solution of." 
National Hume feared a reaction after these 

languor ; violent and extravagant national efforts. 
perlcvps * "We have always found, where a 

banh-uptcy, government has mortgaged all its 
revenues, that it necessarily sinks into a state of 
languor, inactivity, and impotence." Bankruptcy 
might follow ; though he rather hoped than believed 
that it would, f " So great dupes are the generality 
of mankind, that, notwithstanding such a violent 
shock to public credit, as a voluntary bankruptcy in 
England would ■ occasion, it would not probably be 
long ere credit would again revive in as flourishing 
a condition as before." . . " Our popular 

government, perhaps, will render it difficult or dan- 
gerous for a minister to venture on so desperate an 
expedient as that of a voluntary bankruptcy. And 
though the House of Lords be altogether composed of 
proprietors of land, and the House of Commons 
chiefly ; and consequently neither of them can be 
supposed to have great property in the funds : yet 
the connexions of the members may be so great 
with the proprietors, as to render them more tenacious 
of public faith than prudence, policy, or even justice, 
strictly speaking, requires." 

wnder the " ButJ it is more probable, that the 

pressure of breach of national faith will be the neces- 
necessity. gary effect of wars, defeats, misfortunes, 

and public calamities, or even perhaps of victories 
and conquests. I must confess, when I see Princes 
and States fighting and quarrelling, amidst their 

* Essay on Public Credit, Ed. 1823. 1, 357. + lb. 359 and 861. J lb. 358. 
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debts, funds, and public mortgages, it always brings 
to my mind a match of cudgel-playing fouglit in a 
China shop. How can it be expected, that Sovereigns 
will spare a species of property, which is pernicious 
to themselves and to the public, when they have so 
little compassion on lives and properties, that are 
iiseful to both ? Let the time come (and surely it 
will come) when the new funds, created for the 
exigencies of the year, are not subscribed to, and 
raise not the money projected. Suppose either that 
the cash of the nation is exhausted ; or that our 
faith, which has hitherto been so ample, begins to 
fail us. Suppose that, in this distress, the nation, is 
threatened with an invasion ; a rebellion is suspected 
or broken out at home ; a squadron cannot be 
equipped for want of pay, victuals, or repairs ; or 
even a foreign subsidy cannot be advanced. What 
must a prince or minister do in such an emergence ? 
The right of self-preservation is unalienable in every 
individual, much more in every community. And 
the folly of our Statesmen must then be greater than 
the folly of those who first contracted debt, or, what is 
more, than that of those who trusted, or continue to 
trust this security, if these Statesmen have the means 
of safety in their hands, and do not employ them. 
The funds,* created and mortgaged, will by that 
time bring in a large yearly revenue, sufficient for the 
defence and security of the nation : Money is perhaps 
lying in the exchequer, ready for the discharge of the 
quarterly interest : necessity calls, fear urges, reason 
exhorts, compassion alone exclaims : The money will 
immediately be seized for the current service, under 



* That ia, taxes imposed and money boirowed on the security of those 
particular taxes, as was the practice even till the present century. The 
word "funds" meant at first the taxes pledged ; it meant aftei'wards the 
money borrowed on that security. 
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tlie most solemn protestations, perhaps, of being 
immediately replaced. But no more is requisite. 
The whole fabric, already tottering, falls to the 
ground, and buries thousands in its ruins. And 
this, I think, may be called the natural death of 
public credit ; for to this period it tends as naturally 
as an animal body to its dissolution and destruction." 
One of two events must happen: "either* the 
nation must destroy pubhc credit, or public credit 
will destroy the nation. It is impossible that they 
can both subsist, after the manner they have been 
hitherto managed, in this, as well as in some other 
countries." 

Hume missed Hume did not appreciate one im- 
one ■important portant element: he failed to make due 
element. allowance for the fact, that governments 

have strong reasons of self-interest for regularity in 
paying the di.vidends on their debts. The unfailing 
punctuality of England is a leading cause of the 
low rate at which it can borrow: Russia, folio mng 
the same wise policy, commands terms far more 
favourable than might be expected in the case of 
a half- eastern country, only as yet struggling into 
civilization : Spain, carelessly pursuing the contrary 
course, is excluded from the bourses of Europe, 
until it learns that national honesty is the best 
policy : even the United States, though the Central 
Government has formerly distinguished itself by dis- 
charging principal as well as interest, has shared the 
discredit caused by Sydney Smith's "drab-coated 
men of Pennsylvania." The vast enlargement of 
national debts during a century, has taught govern- 
ments by experience, the lessons lisped by Addison's 
" Spectator" gn national credit. 



* Ibid, 357. 
V 
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Hume's failure It musfc be Confessed then, that Hume's 
in prophecy, prophecies have been unfulfilled: that 
he was too positive in his predictions and too con- 
fident in his power of foretelling the future. 

" These* seem to be the events, which are not 
very remote, and which reason foresees as clearly 
almost as she can do anything that is in the womb 
of time. And though the ancients maintained that, 
in order to reach the gift of prophecy, a certain 
divine fury or madness was requisite, one may safely 
affirm that, in order to deliver such prophecies as 
these, no more is necessary than merely to be in 
one's senses, free from the influence of popular mad- 
ness and delusion." 

far less than On the other hand, if he had guarded 

it appears. himself by only pointing out tendencies, 
and conceding that in any one country, those ten- 
dencies might be counteracted by peculiar circum- 
stances, he would have avoided the imputation of 
rash prophecy: for as I have already shown, on the 
high authority of Lord Colchester,! things turned 
out in nearly every instance as Hume anticipated: 
England and Denmark having been the only two 
countries, up to 1820, which had unfailingly met 
their engagements. 



IV. 

AdamSndth: A D-AM Smith's "Wealth of Nations" 
concedes soine xL was Written later than Hume's 
advantage, Bggay ; and when the national debt had 
grown to aboutf 130 milhons £., with an annual 



* lUA, 362. t Diary III, 110. 

J A. Smith. Book V. Chap. 3. Pa. 419, 420. Ed. 1839. 
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taxation of about 10 millions £. Though Adam 
Smith condemns the practice of borrowing generally, 
he does not deny that it sometimes has its 
advantages. 

"As* in this case, however, the taxes are lighter 
than they would have been, had a revenue sufficient 
for defraying the same expense been raised within 
the year, the private revenue of individuals is neces- 
sarily less burdened, and consequently their ability 
to save and accumulate some part of that revenue 
into capital is a good deal less impaired. If the 
method of funding destroy more old capital, it at 
the same time hinders less the accumulation or 
acquisition of new capital than that of defraying the 
public expense by a revenue raised within the year. 
Under the system of funding, the frugality and in- 
dustry of private people can more easily repair 
the breaches which the waste and extravagance of 
government may occasionally make in the general 
capital of the society." 

lut pronounces On the whole however, Adam Smith 
on the wJwle follows his friend in regarding the system 
rumoiis. g^g fatal. If Hume sayst that the abuses 

of national mortgaging are certain, and inevitably 
lead to ■' poverty, impotence, and subjection to 
foreign powers ; '' and that | " the practice appears 
ruinous beyond all controversy ; " Smith also speaks 
§ of " the ruinous expedient of perpetual funding." 
Promotes luar. He shows how it leads to unnecessary 
war, by facilitating the acquisition " of the necessary 
means. "When governments, he says, || want to go to 
war, they hesitate to levy additional taxes, fearing to 
disgust the people : but " borrowing delivers them 
from the embarrassment which this fear and inability 

* Ibid, 4^20. Col. 1. 
t Pa. 348. t Pa. 347. § Pa. 418. 2. || Pa. 417. 2. 
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would otherwise occasion. By means of borrowing 
they are enabled, with a very moderate increase of 
taxes, to raise from year to year money sufl&cient for 
carrying on the war ; and by the practice of per- 
petual funding, they are enabled, with the smallest 
possible increase of taxes, to raise annually the 
largest possible sum of money." There is another 
evil. " In great empires, the people who live in the 
capital, and in the provinces remote from the scene 
of action, feel, many of them, scarce any incon- 
veniency from the war, but enjoy at their ease the 
amusement of reading in the newspapers the exploits 
of their own fleets and armies. To them this 
amusement compensates the small difference between 
the taxes which they pay on account of the war and 
those which they had been accustomed to pay in 
time of peace. They are commonly dissatisfied with 
the return of peace, which puts an end to this 
amusement, and to a thousand visionary hopes of 
conquest and national glory, from a longer con- 
tinuance of the war." 

Loans fall Again ; taxes generally fall on the 

on capital. expenditure of the people. * " When, 
for defraying the expenses of government, a revenue 
is raised within the year from the produce of free or 
unmortgaged taxes, a certain portion of the revenue 
of private people is only turned away from main- 
taining one species of unproductive labour towards 
maintaining another." But when money is bor- 
rowed it is taken from those savings, which would 
otherwise have been applied as capital to the pro- 
motion of production. 

Esyperienae. Experience has proved how bad are 

the actual consequences, t " The practice of fund- 

* Pa. 420. t Pa. 422. 2. 
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ing has gradually enfeebled every state whicli has 
adopted it. The Italian republics seem to have 
begun it. Genoa and Yenioe, the only two remaining 
which can pretend to an independent existence, have 
both been enfeebled^ by it. Spain seems to have 
learned the practice* from the Italian republics, and 
(its taxes being probably less judicious than theirs) 
it has, in proportion to its natural strength, been 
still more enfeebled. The debts of Spain are of very 
old standing. It was deeply in debt before the end 
of the sixteenth century, about a hundred years 
before England owed a shilling. France, notwith- 
standing all its natural resources, langmshes under 
an oppressive load of the same kind. The republic 
of the United Provinces is as much enfeebled by its 
debts as either Genoa or Venice. Is it likely that in 
Great Britain alone a practice which has brought 
either weakness or desolation into every other country 
should prove altogether innocent ? " 



V. 

Bwrne amd TTUME and Smith were rash in utter- 
BlacJcstone : XI ing their prophecies of certain ruin. 
funds a/re not They were right however, in exposing 
wealth. ^j^g popular fallacies. Men were found 

at that time, as men have been found since, who 
deemed a national debt an addition to the wealth 
of the country. 

f " What, then, shall we say to the new paradox, 
that public encumbrances are, of themselves, ad- 
vantageous, independent of the necessity of con- 

* Meaning not the practice of borrowing but of funding, 
t Hume 1. 348. 
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tracting them ; and that any state, even though it 
■were not pressed by a foreign enemy, could not 
possibly have embraced a wiser expedient for pro- 
moting commerce and riches, than to create funds, 
and debts, and taxes, -without limitation ? Reasonings 
such as these, might naturally have passed for trials 
of wit among rhetoricians, like the panegyrics on 
folly and a fever, on Busiris and Nero, had we not 
seen such absurd maxims patronized by great 
ministers, and by a" whole party among us." 
Blaalcsioiie. Mr. McCulloch quotes from Black- 

stone, the following reply to this paradox.* 

" By means of our national debt, the quantity of 
property in the kingdom is greatly increased in idea, 
compared with former times ; yet, if we coolly con- 
sider it, not at all increased in reality. We may 
boast of large fortunes, and quantities of money in 
-rthe funds. But where does this money exist ? It 
exists only in name, in paper, in public faith, in par- 
liamentary security : and that is undoubtedly sufficient 
for the creditors of the public to rely on. But then, 
what is the pledge which the public faith has pawned 
for the security of those debts ? The land, the trade, 
and the personal industry of the subject ; from which 
the money must arise that sup]3lies the several taxes. 
In these, therefore, and in these only, the property 
of the public creditors does really and intrinsically 
exist : and of course the land, the trade, and the 
personal industry of individuals, are diminished in 
their true value just so much as they are pledged to 
answer. If A's income amount to £100 per annum, 
and he is so far indebted to B that he pays him £60 
per annum for his interest, one-half of the value of 
A's property is transferred to B the creditor. The 



* McCuUocli's " Adam Smith,'' 421 note. 
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creditor's property exists in the demand wliich. he 
has upon the debtor, and nowhere else ; and the 
debtor is only a trustee to his creditor for one-half of 
' the value of his income. In short, the property of a 
creditor of the public consists in a certain portion of 
the national taxes : by how much, therefore, he is the 
richer, by so much the nation, which pays these 
taxes, is the poorer. Commentaries, vol. 1, p. 327." 
Payment of Adam Smith protests against another 

right hand to fallacy. " In* the payment of the interest 
left : Adam of the public debt, it has been said, it is 
Smdh : ^]^Q right hand which pays the left. The 

money does not go out of the country. It is only a 
part of the revenue of one set of the inhabitants which 
is transferred to another, and the nation is not a 
farthing the poorer." 

He says afterwards: — f'To transfer from the 
owners of those two great sources of revenue, land 
and capital stock, from the persons immediately in- 
terested in the good condition of every particular 
portion of land, and in the good management of 
every particular portion of capital stock, to another 
set of persons, (the creditors of the public, who have 
no such particular interest,) the greater part of the 
revenue arising from either, must in the long run, 
occasion both the neglect of land, and the waste or 
removal of capital stock. A creditor of the public 
has, no doubt, a general interest in the prosperity of 
the agriculture, manufactures, and commerce of the 
country, and consequently, in the good condition 
of its lands, and in the good management of its 
capital stock. Should there be any general failure 
or declension in any of these things, the produce of 
the different taxes might no longer be suflGLcient to 

* Book V. Chap. 3., pa. 421. See also Hume, 352. 
t A. Smith, 422. 
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pay him the annuity or interest which is due to him. 
But a creditor of the pubhc, considered merely as 
such, has no interest in the good condition of any 
particular portion of land, or in the good manage- 
ment of any particular portion of capital stock : as a 
creditor of the public he has no knowledge of any 
such particular portion — he has no inspection of it — 
he can have no care about it. Its ruin may in some 
cases be unknown to him, and cannot directly affect 
him." 

migJd he car- May not this argument be carried a 
ried a step step further? Adam Smith mentions land 
further. ^.^^ capital, the sources of rent and profit : 

ought he to omit labour, the source of wages ? It ap- 
pears to me that the national debt is a great evil, not 
only because it necessitates taxes on landlords and 
on capitalists, but also because it necessitates them 
on labourers. We have to take a part of the earn- 
ings of the ploughman and of the artisan, and to 
hand it to the owner of Consols. It is an evil that 
tea and sugar, and even that beer, should be en- 
hanced in price. Adam Smith seems to have believed 
that a rise in the cost of living caused an equivalent 
rise in wages ; and that thus the labourer recouped 
himself for any tax on his subsistence. But if he 
had seen, as we have, the very varying rates of 
wages, even where paid by the piece, in one age and 
another, in one country and another, and even in 
one occupation and another, he would probably 
have modified his opinion ; and would therefore have 
added to the list of evils, that of raising the prices 
of commodities and thus diminishing the enjoyments 
of the labourers. 
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yi. 



Br. Price's fTHHESE great writers treated the 
views : J_ subject as statesmen : Dr. Price 

treated it as an actuary. He pointed out that when 
a sum of money was levied by taxation, it was paid 
once for all ; but that when it was borrowed, there 
was interest to be paid on it for a year, for 14 years, 
for 100 years, for ever ; and that consequently, for 
every million borrowed there was repaid, 2, 10, or 
100 millions. 

ItAissiam, illus- Let US take an individual case. Mr. 
tration : Grant Duff tells us* that we are deceived 

as to the opulence of Russian noblemen, by the fact, 
that " many Russians of moderate means appear 
very rich when they travel, because they are spend- 
ing their capital." 

NoUmicm ^^7 ^^^^ one of "the 120 Prince 

saves cmd then Galitzins "t resolves to spend in this 
sjtends. -^ay 10,000 £ beyond his ordinary 

revenue. If he is prudent he wiU save this sum in 
previous years : in that case, he lays out on European 
travel, what would otherwise have gone for everyday 
pleasures, or for visits to the capital. This is like' a 
tax levied on the ordinary expenditure of a people : 
the payers have lost a certain amount of gratification, 
and they have received their share of national 
protection or assistance. 

Borrows : -^^^ ^^ ^^ probable that the 10,000 £ 

r&pays twice or would be borrowed. If the interest be 
'^''«- 6 per cent., the nobleman has to pay 

600 £ a year in future : at the end of 20 years, he 
will have paid 10,000 £ for interest ; that is, he will 



* " studies in European Politics," IIST f I^i^- 113- 
W 
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have paid the very amount lie borrowed, and will 
still owe his 10,000 £. Thus it is, says Price, with a 
national debt : every 30 years we repay what we 
borrowed, and still we owe the same amount. A 
million that we borrowed in 1688, has now been paid 
six, eight, or ten times over. 

If at compoimd Price and his school, however, like to 
Merest. represent everything in the light of com- 

pound interest. Suppose that the Russian, on his re- 
turn home, fails to diminish his ordinary expenditure ; 
and therefore, has to borrow again each year, in order 
to pay the interest due. Here, it will not take 20 years 
to make him vainly pay the 10,000 £ he borrowed : 
14 years at 5 per cent, compound interest will do it ; 
and if he continues this ruinous practice 28 years, he 
wiU have paid 30,000 £, a,nd will still owe the original 
sum. But this is just what most European nations 
have done : they have had a debt constantly increas- 
ing ; that is under one excuse or another, they have 
borrowed the money with which they have met the 
interest due on loans. Although in time of peace the 
English nation has generally avoided borrowing, yet 
its debt has increased from a million in 1689, to 13 
millions in 1702, to 36 millions in 1714, to 133 millions 
in 1763, to nearly 250 millions in 1784, to 840 
millions in 1817. Since 1817 we have paid that 
unfortunate 840 millions nearly twice over in the 
form of interest, and yet we still owe 800 millions : 
and if we were to reckon what our payments would 
amount to if we had invested the same sums at com- 
pound interest, it might go near to the present value 
of all our properties real and personal. 
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VII. 



Oreat Britain i FTER all, Great Britain is not ruined ; 
tiot mined, J\_ g}^Q {g ^ot enfeebled ; she has not 
sunk into a condition of languor ; she is not cursed 
with impotence : on the contrary ; she is stronger 
than ever ; her taxation is not intolerable ; her 
national resources appear unbounded ; her agricul- 
ture is productive ; her manufactures flourish ; her 
commerce covers the globe. If it is not material 
prosperity that we lack, but as I fear, a proportionate 
moral and intellectual improvement, that does not 
detract from our abundant political good fortune. 
hut heavily But though we are not ruined ; though 

bm-^ned. the steam engine and the cotton trade 
' ^"^ and the hardware manufactures, have 
saved us from the fate predicted by philosophers ; 
yet we have had a narrow escape from the ill-fortune 
that has befallen other nations. During the seven 
years that followed the peace of 1815, there were 
manufacturing and commercial uneasiness, political 
disajQFection, and an unfailing cry of agricultural dis- 
tress. The income-tax had been indignantly cast off 
with the war ; but the necessaries of life were taxed, 
and superfluities and luxuries were heavily taxed . 
1825, ^c. Gradually, trade revived ; until in 1825 

there came the crisis of one of our decennial follies. 
In 1835 there was another commercial blood-letting ; 
and from that time till 1842 the resources of the 
nation seem to have lost their elasticity, and the 
successive Chancellors of the Exchequer found a 
difficulty in raising the necessary taxes. 
1842, Sra. In 1842, Sir B. Peel reimposed the 

income-tax, as a necessary means towards remitting 
other taxes, and thus restoring the spring of the 
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public resources. Tte Irisli famine completed our 
free trade policy, the success of which is undisputed, 
and is being gradually imitated by all the great 
European nations. ' 

Now: Since those financial changes, com- 

merce has prospered, our manufactures have grown, 
our exports have tripled. Tax upon tax has been 
remitted, and yet the exchequer is full : sixty to 
seventy millions are raised more easily than eight or 
ten millions a century ago. 

the evil con- Nevertheless, the National Debt is a 

timMes great, great evU ; for it requires an annual 
taxation of 24 to 25 millions £ : * this heavy charge 
prevents us from remitting the duties on tea and 
sugar ; it makes us grudge the expenditure on our 
fleet, which is absolutely necessary now that the 
bread we eat may be cut oif by an enemy at sea ; it 
restrains us from heartily promoting the education 
of the people, and limits our assistance to a poor 
three-quarters of a million £, while as compared 
with the Americans we ought to spend 7 or 8 
millions £. 

McGulloch's Mr. McCuUoch indeed, in the spirit of 

apology an optimist, apologised for loans, and 

went so far as almost to say that they had added to 
the national capital ; and that the taxes raised to 
pay the interest stimulated industry and invention, 
and thus perhaps enriched the people. 

t " It has been doubted by some whether the 
existing capital of the country would have been really 
greater than it is, had the late war not occurred. It 
is difficult to come to an exact conclusion upon such 

* The debt is abont 800 millions ; at 3 per cent, the interest would be 24 
millions : the charges for management have to be added. Besides, we pay 
more than a million additional for terminable annuities, which excess consti- 
tutes a sinking-fund. 

t McOuUooh'e "Adam Smith," 1839. 163 note. 
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a point, but we are very far from supposing, had 
there been no war, that all, or even the greater part 
of the vast sums expended in carrying it on, would 
have been added to the national capital. The 
gradually increasing pressure of taxation stimulated 
the industrious portion of the community to make 
corresponding efforts to preserve their place in 
society ; and gave a spur to industry and invention, 
and produced a spirit of economy that we should in 
vain have attempted to excite by any less powerful 
means. Had taxation been very oppressive, it would 
jiot have had this effect ; but it was not so high as 
to produce dejection or despair ; though it was 
at the same time sufficiently heavy to render a 
considerable increase of exertion and parsimony 
necessary to prevent it from encroaching on the 
fortunes of individuals, or at all events from 
diminishing the rate at which they had previ- 
ously been increasing." Referring afterwards to 
this note, he says,* 

" Neither must the indirect effect of loans, and of 
the taxes imposed to defray the interest, be lost sight 
of. When these taxes are not carried to too "great a 
height, they exert a very beneficial influence over 
industry, and go far, by the stimulus they give to 
invention and economy, to replace, and sometimes 
more than replace, the sums lent to Government." 
ill-fownded. I agree with those who hold that it is 

sometimes necessary for a nation to make heavy 
pecuniary, sacrifices for a great object : no patriotic 
Dutchman can regret the outlay incurred and the 
debt accumulated, first in freeing his nation from the 
fanatical zeal of Philip II., and afterwards in pro- 
tecting it from the wanton attacks of Louis XIY. : 

* lb. 421, note. 
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nor do I mucli complain that my own country was 
dragged into the vortex of the French revolution, 
and emerged with reputation undamaged, but with 
the largest debt the world had seen. 

Mr. McCuUoch's apology for debt and taxation 
however, seems to me worthy to rank with the 
paradox ridiculed by Hume, as belonging to those 
" reasonings " which " might naturally have passed 
for trials of wit among rhetoricians, like the pane- 
gyrics on folly and a fever, on Busiris and Nero." 

Mr. McCulloch says that the war taxes were not 
very oppressive : he seems to have forgotten that all 
persons of fixed incomes were cruelly oppressed by 
them, to the extent in many cases of having had to 
give up housekeeping and to retire into lodgings ; 
and anyone may see the same distress in the cor- 
responding class among the Americans now : he 
seems also to have forgotten that the earlier years 
of the war ground down the labouring classes, and 
particularly in the rural districts, in a way unexam- 
pled in this country ; a result partly owing to bad 
harvests, but more to the difficulty of importing 
food and the general rise in prices caused by the 
war. 

Uvih only ^^ i^ easy to say that certain good 

pa/rthj counter- effects followed in the form of industry 
balanced. ^Lnd frugality : this is only an example of 

the trite rule that there is a " soul of good in things 
evil." " Sweet are the uses of adversity :" but we 
are not therefore, to say that adversity is prosperity, 
or that national adversity is on the whole as desirable- 
as national prosperity. And as to taxation : we find 
Prussia* a few years ago, levying just half the sum 
per head that we levied ; does any sane man pity 

* M. Block, " Puissance Comparee," 159. 
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Prussia on that account ? Would any Statesman, 
deliberately adopting Mr. McOuUocli's principle, 
double the taxation of his country, not for the sake 
of the money thus raised, but in order to stimulate 
industry, and strengthen frugality ? 



CONCLUSION OF PART I. 

I conclude that the evil of a national debt is very 
great : that if the predictions made by Hume and 
Adam Smith have not been fulfilled in the case of 
Great Britain, yet they have been fulfilled in the case 
of most other countries : that as Dr. Price pointed 
out, a nation which borrows, pays its whole debt 
over and over again in periods of 20 or 30 years, 
even if we suppose only simple interest ; and in still 
shorter periods if we suppose compound interest : 
that therefore, loans ought not to be resorted to 
unless under the pressure of extreme necessity. 



YIII. 

PART 11. 

Are there in this country any circumstances tend- 
ing to aggravate or mitigate the evils ? 

Ov/r own case /^RANTING then, that a National 
discussed. yj' Debt does cause great evils in many 

ways, and especially by compelling repayment over 
and over again in the form of interest, let us inquire 
whether our own circumstances are such as to cause 
mitigation or aggravation. 
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Some say, rpj^^ monev has been spent, say some 

money spent ., ,, •' . • , ,n , y i 

is irrecover- Writers : the country is to that extent the 
ably gone. poorer: youcannot Cancel the expenditure 
and recal the capital wasted. Leave things alone 
now and let the debt continue as a memento for the 
future. Such persons assume that our present con- 
dition is a permanent one; and that no future wars, 
convulsions of nature, or commercial disasters, will 
weaken our actual strength : they assume that because 
for the present we meet our engagements with 
tolerable ease, therefore, we need not anticipate 
future diflB.culty. 

Our credit is I Concede that some former reasons 
really high for reducing our debt, have almost ceased 
enough. ^q exist. At Several periods of our his- 

tory, a large addition to the debt had weakened the 
credit of the government, and the high rate at which 
further loans have had to be contracted, has made 
it imperative to reduce the amount of tbe debt. 
The very low rate at whicli the British, government 
now borrows, exhibits a strength of credit that wants 
no support. In 1862, M. Block* gave the fol- 
lowing as the rates at which European nations could 
borrow: — 10 per cent., Turkey; 6 to 7 per cent., 
Italy, Portugal, Austria, and Spain; 5 per cent., 
Russia; over 4, and under 5 per cent., France, 
Sweden, and Prussia; 4 per cent., Holland; some- 
thing over 3f per cent., Belgium and Denmark; 
3 J- per cent.. Great Britain only. Considerable 
changes have since taken place : Russia cannot 
borrow at 6 per cent.; much less can Italy borrow 
under 7 per cent. Even the English rate is not 
quite so low as it once was; but this is accounted 
for by a general rise in the rate of interest; a fact 

* "Puissance Comparee, Gotha," 1862. 166. 
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■whicli is notorious, but of which I may offer as a 
proof, that the great insurance company, The Scot- 
tish Widows' Fund Society, got 4^ per cent, on their 
investments in 1866, against 4 per cent, in 1860. 

It appears therefore, that the credit of the British 
government is higher than that of any other govern- 
ment ; and that it is not on the ground of facihtating 
future loans, that the necessity of a sinking-fund can 
be founded. 

Tcasationnoi Again, it cannot be maintained that 
intolerable. o^jy taxation is unusually oppressive. 
Very heavy it certainly is, and few people share 
Mr. McCulloch's optimism in speaking lightly of the 
burden : but population and wealth considered, it is 
light as compared with what it was in 1815 ; our 
English population having since that date about 
doubled, and our means of paying taxes having 
perhaps trebled^ in the three kingdoms taken 
together, while the peace taxes have not increased by 
one-half, and are probably not half so oppressive as 
they were fifty years ago. Great complaints are 
made indeed, of the recent increase of national 
expenditure, which from 50 millions has run up to 
65 : this is certainly a matter of great regret. But 
it must be carefully recollected 'that our account of 
expenditure now includes nearly 5 millions for the, 
cost of collection, wMch it did not formerly : the 
expenditure also was not precisely 50 millions, but 
in 1848-9, 63 millions; in 1863-4, 51 millions* 
We may say on the whole, that we have increased 
our expenditure 10 millions in the last 14 years ; 
an alarming augmentation I confess. Unfortunately, 
there seems little hope of our returning to the lower 
scale, because we have only done what other great 

* Northoote, 382, 387. 
X 



170 

nations have done to a far greater extent. "We are told 
that between 1828 and 1861, the taxes have increased 
in European countries at the following rates : — * from 
100 : in Russia to 446 ; in Spain to 376 ; in Austria 
to 288 ; in Prussia to 266 ; in Holland to 158 ; in 
France to 176 ; in Belgium to 162 ; in Great Britain 
to only 133 : that is, that they have increased four- 
fold in Russia, and only by one-third in Great Britain ; 
or, that for every 3£ paid before, we pay 4£ and 
Russia 12£. If a general disarmament were pos- 
sible, we might perhaps get back towards our old 50 
millions £ of taxation ; for though we now wisely 
spend a considerable sum on education and the 
promotion of art, we pay far less than formerly for 
interest on the debt. 

After all, I cannot say that the taxation of England 
is so oppressive as to call for any unusual measures 
for the reduction of interest on the debt : the free 
trade policy of the last twenty years has conferred 
on the nation a rejuvenescence that enables it to 
bear its load with alacrity. 

It would be unreasonable therefore, to advocate 
the establishment of a sinking-fand, in order to 
strengthen the national credit. 



IX. 

Possible dis- XT is alleged by objectors, not merely 
f'"ZiXl°'^ 1 that a sinking-fund brings no advan- 
Hamilton ' ^^E^i hut even that it may be positively 
Grenville. mischievous : that it acts on the public 
as a narcotic: for, says Hamilton,! "The confidence 

* Block, " Puissance Comparee," 1862, 159. 
+ Inquiry, 1813, pa. 5. 
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placed in the efficacy of these schemes has contri- 
buted further to ease the alarm which the magnitude 
of the public debt would otherwise have produced;" 
and Lord Grenville says,* " To reduce debt by bor- 
rowing to the same amount on terms of equal or 
greater disadvantage, is a manifest fiction in finance; 
— a fiction in that btanch of government, in which, 
above all others, fiction is most to be condemned. 
Its mischief is nothing less than this; it disguises 
fi?om the country, and, in some degree, from the 
government, and from Parliament itself, the real 
state of some of our most important interests ; 
throwing over them a false colour of progressive 
improvement in the very moments when the public 
debt is most rapidly increasing, and when the public 
revenue has become most unequal to its charge." 
Possibility Both these objections apply to a 

conceded. sinking-fund such as once existed, but 

not to such a one as might be established. Lord 
Grenville indeed, in his disgust at the failure of 
Pitt's scheme, which he had himself helped to 
establish, went the length of condemning all sink- 
ing-funds : Hamilton, at an earlier period, while 
war was still raging, was more moderate ; con- 
tenting himself with showing the losses caused by 
the particular scheme, but acknowledging that not- 
withstanding its faults, it had led to an increase of 
taxation, which had really restrained the growth of 
the debt. Hamilton showed clearly, that the nation 
would have been better off, if instead of applying 
that additional taxation to extinguishing debt, it had 
applied it directly to the expenses of government, 
and had therefore borrowed less : if it had prevented 
the necessity of debt, instead of first iucurring it, 

* Essay, 1828, pa. 11. 
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and fhen discharging it. On the whole, Hamilton 
was of opinion that Pitt's sinking-fund had done 
good by leading to increased taxation ; but that the 
increased taxation might have been better applied. 
It is quite conceivable however, that a sinking-fund 
might do positive mischief; by the expense of its 
machinery, and by the creation of a false public 
confidence, without leading to increased taxation. 
Particularly, if ^g^in, if a sinking-fund were mam- 
had taxation : tained by pernicious taxes, this evil 
the United might Outweigh the good proposed. The 
States. people of the United States showed an 

earnest desire at the close of the civil war, to begin 
at once an effective reduction of their national debt: 
a patriotic desire, at a time when they were groaning 
under heavy and unaccustomed imposts. The 
Economist said however,* in an article on a Taxation 
Commission : — " The Commission are opposed ' at 
present,' to the payment of debt. They consider 
that the taxes which would be imposed to raise the 
necessary surplus would cripple the nation, harass 
production, and make the nation poorer in the end. 
And in this a European economist would probably 
agree with them. Very great pruning must be 
applied to the internal revenue of the United States 
before it can be expedient to use a surplus accruing 
from such revenue for an object so secondary as the 
reduction of a national debt." 

Opinion of the Such are the opinions of the Com- 
Gommissioners, mission and of the Economist ; and 
though I might object to speak of the reduction of 
the debt as " an object so secondary," yet I quite 
agree with the reasons assigned for preferring the 
reduction of oppressive taxation. 

* Economist, 7tli April, 1866, p. 407. 
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and of the ^6 learn from the Economist that a 

Secretary of high authority holds a different opinion. 
Treasury. » Whether* the Americans have at their 
disposal enough good taxes for this purpose, a very- 
scrupulous examination and much experience alone 
can decide. The Secretary of the Treasury, the 
highest American financial officer, believes that there 
are such good taxes ; and in deference to his known 
opinion the Commission devote 10,000,000 £ out of 
their anticipated 27,000,000 £ to the payment of the 
principal of the debt, which leaves them 17,000,000 £ 
applicable to the reduction of taxation." 

The Commissioners' Report appeared in the Spring 
of 1866. I have already shown that the condition of 
the Americans a year later was very unfavourable : 
that prices were extravagantly high, that the rates of 
wages and salaries had not risen in the same propor- 
tion, and that many kinds of industry were greatly 
impeded. Then and since, strikes for higher wages 
have abounded. 

Debt not To crown all, the earnest desire for 

diminished. reduction of debt, is unlikely to be grati- 
fied : it has been announced that there will be no 
reduction in 1867 ; and we have even been toldf that 
" _Mr. M'Cullochj has expressed the opinion that it 
will be necessary temporarily to increase the public 
debt." 

Present J am quite of opinion that the Am ericans, 

smkmg-fimd ^^g^^^ present circumstances, would be 

therefore a , , ^ ■ ^ ,^ ,■■,,-, -, 

mistake in utterly wrong, if they tried to_ levy ad- 
United States, ditional taxation, or even to maintain the 
present taxation, for the purpose of establishing a 
sinking-fund of any kind. They might however, do 
one thing which would enable them to reduce that 

» lUA, 407. + Fall Mall Gazette, May 31, 1867, p. 6. 
X The American Minister. 
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part of their taxation wMch is at present hampering 
their industry, and seriously reducing its productive- 
ness ; they might practise extreme frugality in 
every government department. In regard to their 
military force they certainly behaved admirably : as 
soon as the war ceased, they disbanded their army 
with a haste that surprised their European contem- 
poraries ; and we are reminded of the times of 
Cromwell and his Ironsides, when we hear of an 
American General becoming a professor in an 
university, and of a Colonel becoming a railway 
clerk or a storekeeper. But I cannot see the 
propriety of the treaty concluded by the President, 
and confirmed by the Senate, for the purchase of 
the Eussian territory : I sympathize with the indig- 
nation of the Lower House, and I should rejoice if 
they had voided the treaty, as they threatened to do, 
by refusing to supply the purchase money. In the face 
of heavy liabilities, and under the smart of present 
taxation, the people, unless they are greatly changed, 
will repudiate with indignation all acts which will 
unnecessarily increase the annual expenditure ; and 
will insist on rigorous frugality in every department 
of administration. 

Gonolusion In this and in every similar case, 

OS to had it ig far xnore important to readjust 
ma wn. taxation, BO as to give fair play to all 

the springs of industry, than it is to establish a 
sinking-fund, however well contrived. The best of 
all sinking-funds is an increase of population and 
opulence : this has reduced our debt virtually to 
half of what it was*: America, since it achieved 
independence, has increased to eightfold its numbers ; 
and if it could go on at the same rate, it would in 
the course of another century, reduce the pressure 
of its debt to one-tenth of what it is now, even if the 
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amouBt remained unchanged : the danger is, that 
the pressure of taxation should divert the stream 
of emigration, and should thus reduce the rate of 
increase to something nearer that of European 
countries : from doubling every 23 years, as it did 
between 1790 and 1860,* to doubhng in 62 years as 
England, in 64 years as Prussia, in 63 years as 
Sweden, or in 198 years as France. 

First, let every nation have judicious taxation, 
and then a sinking-fund. 



X. 

?aZ\Xt a^EAT Britain however has not 
a.systemof ^ puTSued a course of bad taxation 
redMotion ? in order to discharge debt; during the 
last quarter of a century, taxation has been scien- 
tifically re-arranged, while payment of debt has been 
postponed. Pohticians generally are of opinion that 
the postponement should be continued, and that a 
systematic reduction of debt is not wanted. 
BeaamUmlation ^ concede that reduction is not wanted 
of points I in order to correct the evils from which 
concede. our forefathers suffered : that we have 

no need to faciUtate future loans, which can already 
be obtained with readiness enough : that we are not 
under the necessity of artificially enhancing the price 
of Consols, which, if habitually lower than they once 
or twice have been, stiU sell at a very high price as 
compared with that of other securities at home, and 
with that of the government stocks of other nations : 
that we cannot hope to force Consols above par, and 

* Revue des deuD Mondes, 15th May, 1867, pa. 463. I give the French 
statement without diaoussing it. 
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thus to bring the charge down much below 3 per 
cent. : that we cannot complain of suflfering an in- 
tolerable load of taxation, heavy though our imposts 
are; and that if we could make such a complaint, we 
should not be relieved from the grievance by a 
regular sinking-fund, the establishment of which 
must begin with an increase of taxation. 
Analogy of a Nevertheless, I am of opinion that an 
private person, organized fund ought to be established. 
In the analogous case of a private person no doubt 
isfelt; a landownerwhose estate is burdened with debt, 
would jBind every adviser recommending him, and 
urging him, to save money and discharge his obliga- 
tions. Let those who maintain a distinction in the 
case of the nation, show the grounds of their opinion : 
it certainly rests with them to produce reasons for 
exonerating the public from the rule, that debts 
should be paid as soon as possible. On a private 
estate there is a constant tendency to accumulation 
of debt ; there is the same tendency on the national 
estate : in both cases there is the same ruinous 
issue ; both landowner and government have to pay 
the principal over and over again in the form of 
interest ; every twenty or thirty years the sum bor- 
rowed is paid back again, and yet the original debt 
continues undiminished. 



XI. 

Beoapitula- T HAVE shown that two great thinkers 
tion : Hume JL of the last century, Adam Smith and 
and Adam Hume, expressed much alarm at the 
8mdh. course the British nation was pursuing : 

that Hume, after speaking of our continental wars aa 
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the exertion of a prodigious power, exceeding even 
that of the greatest empires, expressed a fear that' we 
might afterwards sink into a state of languor, inac- 
tivity, and impotence ; and more than half hoped for 
a declaration of insolvency to purge the disorder : 
that Adam Smith, while he conceded some little 
advantage to the practice of occasional borrowing, 
declared it to be on the whole ruinous ; appealing to 
history to prove that France, Yenice, Genoa, and 
Holland, had fallen into weakness or desolation by 
this means, and asking why Great Britain alone 
should hope to escape. I have shown also, that 
according to Lord Colchester, all the European 
powers except Great Britain and Denmark, had 
practised repudiation of debt wholly or partially. 
Why has Great Why then, has Great Britain escaped 
Britain this humiliation ? Why has she found the 

esoaped ? means of meeting her obligations with 

unfailing punctuality ? Certainly not by abandoning 
the practice of borrowing on perpetual annuities ; for 
it is since Hume and Smith wrote that the bulk of 
our debt has been incurred : at that time the 
American Plantations had not revolted, nor had the 
French Revolution been even predicted : the debt 
was not a fifth part of what it amounted to in 
1815, or of what it amounts to now. Hume and 
Smith prophesied ruin : the destinies of other nations 
fulfilled the prediction ; but Great Britain went 
blundering on, wading deeper and deeper into a sea 
of debt, and to the astonishment of the world escaped 
perdition. 

Not hy national Our patriotic Sentiments make us 
honesty alone, "willing to believe, that it is our national 
honesty which has thus exalted us in the scale of 
nations. I do not dispute the existence of this 
admirable sentiment of honesty : I am convinced too 
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that there is a sturdy and unfailing patriotism* 
among the British people, which would be deeply 
wounded by any stain on the national escutcheon. 
But the most willing horse cannot do the work of 
two horses : the most honourable merchant cannot 
meet his engagements, if his assets are swallowed up 
by an earthquake, or seized by a pasha : Holland 
could not perform its natural functions when it was 
occupied by the enemy : Great Britain could not 
have carried on the French war and also paid 20 to 
30 millions £ a year for interest, unless the necessary 
taxes had been collected. Whence came the vast 
resources that were needed ? 

Extension of The phenomenon is capable of a satis- 
British manu- factory explanation : during the closing 
factures. ^isM of last century, a revolution took 

place in the economical condition of England. We 
had been above all things an agricultural people, 
importing food occasionally when harvests failed, but 
exporting far more when harvests were good: we 
became, after Watt and Arkwright, a manufacturing 
people, importing on the average a considerable pro- 
portion of our food. I see it said carelessly, that we 
kept our food at home because there was a great in- 
crease in the mouths to be filled; as though a mere 
increase of population would prevent the exportation 
of food: if this were so, how was it that the great 
increase of population in Ireland did not prevent the 
exportation of its food? The truth is that we can- 

* Patriotism is so little appealed to in English life, that we are hardly 
aware of its existence ; but if anyone doubts as to its vitality, let him read 
the Peninsular Dispatches of the Duke of Wellington, of all men the least 
addicted to vainglory, but driven by experience to the conviction, that other 
nations had not in his time the perennial patriotism which he found in 
England. This is even more true at present, because the correction of abuses, 
and the kindly exercise of power since 1815, have made us a far more united 
and patriotic people in Great Britain, if not in Ireland, than we were during 
the war. 
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not safely regard a nation as one person, or one 
family : the food that is produced belongs partly to 
the labourer as wages, partly to the farmer as profit, 
partly to the landlord as rent: suppose that the 
labourers multiply beyond measure, and that the 
farmers have no employment for the additional 
hands ; as there is nothing to transfer the food from 
farmer to labourer, and nothing to transfer it from 
landlord to labourer, the food will be exported as 
before in spite of the increase of mouths. In Eng- 
land, during the closing half of last century, it was 
not because there were more moiiths to be filled 
that exportation of food ceased: it was because the 
capitalists and labourers became able to produce 
manufactures which landlords and farmers wanted. 
Landlords and farmers, instead of sending their food 
to the continent, to be exchanged for goods, sent 
it to the English manufacturing towns to be so 
exchanged. 

Increase of It is true that there was a rapid in- 

populahon, grease of population. Unfortunately, we 
have no census of the eighteenth century, the bench 
of bishops having thrown out a bill for establishing 
one, just before the interesting era in question. "We 
get scattered notices however. For example, less 
than a hundred years ago,* Liverpool, Manchester, 
and Birmingham, taken together, contained only 
92,000 persons ; in 1801 they had grown to 230,000, 
exhibiting a rate of increase greater even than that 
of the present century. 

and of wealth The augmentation of wealth must have 
as indioated been rapid during the whole of the 
hy iaxaation. eighteenth century, if it were propor- 
tionate to the growing productiveness of the taxes. 

* statistical Journal, March 1866, pa. 93. 
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During the war of the Succession in the beginning of 

Queen Anne's reign, five millions seemed the utmost 

possible revenue : Adam Smith, sixty years later, 

speaks with admiration of ten millions : thirty-five 

to forty years later* we raised about forty-eight 

millions ; and in the next ten years, sixty-three 

millions. Notwithstanding the long and costly wars, 

first with the colonies and then with France, the 

growth of manufactures and commerce, backed by 

improved farming, caused such an augmentation 

of tax-paying power as the world had never 

dreamt of. 

T7- 7 Hume and Adam Smith were original 

Hume ana i ■ -• t i t • i ■ 

Smith not thinkers, deeply read m the topics on 

complete which they wrote : but they had not the 

prophets. gjfj^ ^f prophecy ; they did not foresee 

that the genius of a few men would invent machines, 
which eagerly seized upon and developed by their 
practical and commercial countrymen, would multiply 
the resources of the nation : they assumed that no 
such revolution would arise to save us from the con- 
sequences of what seemed our financial madness : 
they thought it self-evident that if a little island, 
moderately peopled, made efibrts worthy of the 
greatest States, then exhaustion and languor and im- 
potence must follow, as they had followed in the 
cases of Genoa, Venice, and Holland. Theirs was a 
case, as it seems to me, of being what is commonly 
called theoretically right but practically wrong : they 
were right in their principle, that is in their funda- 
mental law, that reckless funding results in exhaus- 
tion, languor, impotence and ruin ; they proved to be 
wrong in applying that principle to the future of 
Great Britain, because there were circumstances of 

* L. Levi, " Taxation," p. 15. 
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wHth they were ignorant, that turned out strong 
enough to triumph over the fatal tendencies they 
pointed out. 



XII. 

England's /^ REAT Britain then, has escaped the 
escape CIS \jf doom of headstrong and reckless 
ua s, nations : she has escaped by a wonderful 
concurrence of events, that no political genius could 
deliberately prepare, and no human sagacity could 
' predict. Every one who has seen much of com- 
mercial affairs, knows that among private persons, 
and among companies, similar good fortune some- 
times falsifies the prophecies of sagacity. An 
ironmaster bought ground, erected works, sunk 
coalpits, all without a sufficient capital : insolvency 
appeared certain ; and if it had come, there would 
have been a verdict of reckless trading : the sudden 
extension of railroads caused a brisk demand, prices 
rose, and a few years' prosperity made this manu- 
facturer's fortune. Many a man dies rich, who, 
dying at another time, would have been insolvent : 
many a successful joint stock company has had its 
years of imminent ruin. 

no reason for What should We Say of the ironmaster, 
future escape, rescued by external circumstances, if he 
again put his acquired fortune to a similar hazard ? 
we should pronounce him an idiot. What should we 
say of the directors who, having narrowly escaped 
shipwreck, disregarded their experience, and again 
incurred the same risks ? We should call them 
either fools or knaves. Unusual good fortune in 
one instance, is no ground for hoping unusual good 
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fortune in the future. The same is true of a nation. 
Our nation has escaped its natural fate of insolvency 
and ruin : that is no reason for its running the same 
risks again ; no reason for disregarding the lessons 
taught by the history of others. 

DeU indeed, It may be thought that this is merely an 
not iiicreased. excellent reason for avoiding increase of 
debt : it may be said that the political world is 
aware of this ; and that our government does not 
contract debt unless under the pressure of war, or 
other sudden necessity for expenditure. I do not 
deny that the British Exchequer is managed with 
much prudence ; nor that the successive ministers 
have carefully kept the revenue above the expendi- 
ture : no difficult task since the adoption of a free 
trade policy, but yet one which the carelessness of 
prosperity might have neglected. 



XIII. 

This 'Is rpHIS avoidance of further debt how- 

insuffieient. J_ ever, seems to me quite insufficient. 
"We have hitherto enjoyed unmerited prosperity: not 
only may that cease; we may suffer unmerited mis- 
fortune. But disregarding that possibility, we are 
still bound to act on the ordina,ry maxim of prudence, 
that in the days of prosperity we should prepare for 
adversity. However fair may be the prospects of 
our immediate future, and even of our future at a 
little greater distance, we ought to anticipate some 
period when our commercial greatness will fail. If 
that failure were imminent, we ought to make im- 
mediate and large preparation: if we may hope that 
it is distant, our preparation ought still to be im- 
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mediate, but it may safely be moderate. It ougbt 
to be immediate ; on tlie principle I bave illus- 
trated in my first cbapter: in wbicb I bave sbown 
tbat a landholder hampered by debt, may clear his 
estate with comparative ease by at once setting aside 
a year's income to accumulate at compound interest; 
"whereas, if he defers that self-denial till the last 
year of his life, his estate will have but little relief. 
If we believe that our trade will continue unimpaired 
for 1 00 or 120 years, it will be enough for us now to 
set aside a moderate sum to grow at compound 
interest. 

Thefutwre: What then, are the prospects of our 

the next immediate future? By immediate I do 

generation, not mean the year or two during which 
we may stUl suffer, from the reaction and languor 
which are following the over-production and wild 
speculations of the years preceding 1866: I ask 
what are the prospects of the next generation ? 
has good I believe that those prospects are 

prospects. bright. In the last century, Great 

Free trade. Britain was saved by her manufactures. 
Afterw-ards, the long and terrible Napoleonic wars, 
disturbed our economical condition; and left us with 
heavy taxation, and still worse, with Corn Laws that 
hindered our growth. Before 1842, we seemed 
to be sinking into a stationary and stagnant con- 
dition : our exports grew little beyond the regulation 
60 millions £ ; the produce of taxation had ceased to 
increase. But then, the commercial doctrines of 
Boisguillehert and the Physiocrates and Adam Smith, 
were brought into prominence : Lancashire clamoured 
for free trade : Peel did what Pitt would fain have 
done, if the French revolution had not counteracted 
his resolution to follow the teaching of Adam Smith. 
is extending. The amazing success of this movement. 
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which is quadrupKng our exports ; which has wiped 
off all our worst taxes ; which without lowering 
rents, has raised the rate of profit, and has augmented 
the ordinary rates of wages ;* which has benefited 
alike the individual and the State : the amazing 
success of this movement in one country, is produc- 
ing a revolution in the commerce of the world. 
America at present stands aloof: we shall see whether 
the intolerable pressure of the burden left by the war, 
will drive her into wisdom. In Europe, France has 
been converted to free-trade by the. political prudence 
of her Emperor : the other powers, including Austria 
and even Russia, are feeling their way. We have 
done with the "mercantile" system, mercantilisme,i 
or GoTbertisme, as France calls it : governments are 
fast learning to carry out Quesnay's maxim of a 
hundred yea,rs ago, laissez faire, laissez passer. 
Commerce therefore, has vast extension before it ; 
and we, as a commercial people, with unlimited and 
increasing capital, must needs profit. " L'industrie| 
des transports est encore a son enfance dans le 
monde." France indeed, will share these advantages : 
she has made an excellent start in the race : so much 
the better, since there is room for all, and as Adam 
Smith tells us, the richer the neighbour, the better 
the customer. 

Improved Mwo- So far our prospects are bright : the 
ixan Agricul- extension of steamers and of railroads is 
ture: France, ^i^q ^^ q.^ favour. But not Only may 



* We can find political economists wlio deny that profit and wages can 
rise at the same time. Rioardo, whose authority is relied on, did, in fact, 
concede that wages might possibly rise from 10s. to 15s. a week, while profit 
rose from 10 to 15 per cent.: he only held that if the capitalist took a larger 
share of the whole produce, a smaller sh(vre would be left for the labourer : 
an evident but useless truth. 

t Horn, " L'Econ. Pol.," &o., pp! 116, 117. 
t L, de Lavergne, " L' Agriculture," &o., 1865, p. 110. 
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we look for an augmented facility in exclaanging : 
we may anticipate a greatly increased production in 
European agriculture, and therefore in commodities 
to be exchanged. No one pretends that farming has 
at present reached its maximum productiveness. Of 
the great European countries, Great Britain is the 
best farmed : but it is certain that its produce would 
be greatly multiplied, if all the land were as well 
managed as that of the Lothians : probably it might 
be increased by one-half; possibly it might be doubled. 
There is good cultivation in France, and on a large 
scale too. La Beauce,* in the department of 
L'Eure-et-Loire, has large farms, paying a rent of 
2 £ to £2 10s. an English acre, with wages at 2s. to 
3s. a day, and a yield of wheat of 30 bushels to the 
acre. This yield indeed, is not very great in one of 
the ancient granaries of Paris, and in a country of 
which the soU and climate are superior to ours, if we 
may trust three authorities, all of whom judged after 
using their own eyes : I mean Adam Smith, Arthur 
Young, and Leonce de Lavergne.t La Beauce too, 
is quite exceptional : it is said that the system of 
metayage, or hail a moitie fruits, % still prevails through- 
out a third of France ; § and this system, though quite 
consistent with a good condition of the labouring 
classes, is unfavourable to a large production, because 
it leads to annual agreements instead of leases, and 
often to a chronic state of watchful suspicion on the 
part of the landlord, who fears an unfair division of 
the produce. II It appears also that the centre of 
France, including Auvergne, Perigord, &c., is in a 
very backward condition.^ 

* Economist, 1201, p. 1028 : and L. de Lavergne, " Boon. Enrale de la 
iVanoe," 1866, p. 111. f " Eoon. Knrale de rAngleterre," 1863, pp. 1 to 21. 

J lb. de la France, 314. § Renme des deux Mondes, 69, 614 note. 

II lb., 632, 633, 640. % L. de Lavergne, " Econ. Enrale de la France," 348. 

Z 



186 

THs stagnant state, we are told, has arisen from 
the absence of rivers and the want of roads. But 
the raih-oads abeady constructed or in prospect, 
will correct this evil, and that speedily ; because as 
soon as the market of Paris, or any large provincial 
town, or any seaport, is open, prices rise rapidly, as 
happened within my own knowledge in the neigh- 
bourhood of Amboise a dozen years ago : this rise 
stimulates the cultivator, furnishes capital, and 
immediately increases the produce. The agriculture 
of France therefore, is likely to multiply its yield. 
Bussia, and But the backwardness of France is 

Ewrope nothing as compared with that of most 

generally. ^^^.^^ ^f Europe. 

* " Even in Southern Russia, the trifling surplus 
of grain sold to the west, is raised by wretched 
farming ; the zone which produces it is so vast and 
of such fertility that it could supply food enough for 
the whole of Europe, instead of exporting with 
difficulty four or five millions hectolitres of inferior 
corn, which often fails through the uncertainty of 
the seasons. 

" Thus, to say nothing of the deserts of Asia, 
Africa, and America, Europe alone could maintain, 
with ordinary productiveness, five or six times its 
present number of inhabitants. Assuming as a maxi- 
mum the actual condition of Belgium and England, 
the remainder has long strides to make before 
overtaking them ; Italy and Germany may treble 
their population, France may double hers, Spain, 
Portugal, Hungary, Poland, Prussia, may treble 
theirs, Turkey and Russia may multiply theirs 
almost tenfold ; and assuming, what is true, that 
Belg'ium and England may advance still further, 
a far wider career is open to other nations." 

* " L. de Lavergne, " L' Agriculture," &o. 1865-72. 
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Gonolmion as E,ailroads then, witli free trade, and a 
to Englwiid. general European tendency to improve- 
ment, seem likely to greatly increase production, 
and in an equal or greater degree to increase 
exchanges. If we could suppose the population of 
Europe to multiply as fast as that of England and 
Prussia of late years, it would double twice over in 
a hundred years ; that is it would become fourfold 
what it is now ; and this without any deterioration 
of condition. We English might go on at our present 
rate of increase, and might draw the additional food 
from our neighbours, giving our manufactures in 
return. 

But Goal But at this point arises a very awkward 

Swpply. question : Shall we be able to increase 

our manufactures to four times their present amount ? 
Will the materials be at hand ? Above all, will not 
our coal be exhausted ? 



xrv. 

Professor rpWO Or three years ago, Professor 
Jevom's JL Jevons startled this country, by an 

wrgmnent, elaborate argument, to the effect that 
our coal supply was being fast exhausted, and that 
instead of continuing 1,000 or 2,000 years, as we 
had been accustomed to suppose, it might possibly 
fail us in a tenth part of that period. The argument, 
and that of other writers, was summed up by one of 
the papers as follows : 

summed wp. Is our supply of coal inexhaustible ? 
and if not, how long wiU it last ? Mr. Jevons enables 
us to answer both these questions. It is very 
far from being inexhaustible : it is in process of 
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exhaustion ; and, if we go on augmenting our 
consumption from year to year at our present 
rate of increase, it will not last a hundred years. 
Our geological knowledge is now so great and 
certain, and what we may term the underground 
survey of our islands has been so complete, that we 
know with tolerable accuracy both the extent, the 
thickness, and the accessibility of our coal fields, 
and the quantity of coal annually brought to the 
surface and used up. The entire amount of coal 
remaining in Great Britain, down to a depth of 
4,000 feet, is estimated to be 80,000 millions of tons. 
Our annual consumption was in 1860 about 80 
millions. At that rate the available coal would last 
for 1,000 years. But our consumption is now 
steadily increasing at the rate of 3|- per cent, per 
annum, and will in 1880 be, not 80 millions, 
but 160 millions ; and, if it continues thus to increase, 
will have worked out the whole 80,0*00 millions 
before the year 1960. Nay it would reach this 
climax probably some time earlier ; for our calcu- 
lation includes all the coal down to 4,000 feet ; and 
no coal mine has yet been worked at a greater depth 
than 2,500 feet ; and we do not beheve that mines 
can be worked profitably, and we have little reason 
to think they can be worked at aU, at such a depth 
as 4,000 feet. 

The writer proceeds to show why in fact the coal 
will not be thus worked out, because a rise in price 
will check the consumption : but deferring that 
question, let us see how far these propositions are 
true. 

EigU 1 . Our coal fields are not inexhaustible. 

propositwns. 2. Our geological knowledge is so 
complete that we know accurately how much coal 
exists in our island. 
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3. This quantity is 80,000 millions tons, within 
4,000 feet of the surface. 

4. In 1860, our consumption was 80 millions 
tons : therefore we had an ■underground supply 
for 1,000 years, supposing no increased rate of 
consumption. 

5. But our rate of consumption has increased 
and is increasing at 3^ per cent, per annum. It is 
implied here, that if no new obstacles intervene, this 
ratio of increase may be expected to continue. 

6. If this increasing ratio should continue, the 
consumption in 1880 wUl be 160 million tons : and 
in 1960, if we conceive the same process to go on, 
aU the coal within 4,000 feet will have disappeared. 

7. These propositions rest on the hypothesis, 
that the coal will be got from a depth of 4,000 feet: 
but at present no coal mine has been sunk deeper 
than 2,500 feet. 

8. Probably no coal mine can be sunk to 4,000 
feet, and stUl more probably it will be unprofitable 
to go so deep. 

Are our coal -^^ '^0 the first proposition, there can- 
fields mex- not be two Opinions : sooner or later, the 
hamtihh? coal fields, not only of this island, but of 
the world, are liable to be worked out. Economists 
frequently use the same verb in speaking of minerals, 
and of vegetables or animals: all are said to be 
produced. No doubt, a man may produce his purse 
from his pocket: in this sense coal is produced 
from the mine; it is got out: but wheat is produced 
by being caused to gcow, and we say that wheat is 
grown. Minerals are got, corn is grown, animals 
are bred: minerals are produced, corn and animals 
are reproduced: the supply of minerals therefore, can 
be exhausted, the supply of things reproducible is 
inexhaustible. Every year lessens the quantity of 
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minerals in the ground^ every year probably adds, 
certainly may add, to the quantity of food reproduced. 
'practically. This truth is no discovery, and no one 

will dispute it: the question at issue is quite different. 
It has hitherto been assumed that the known coal 
fields of England are so extensive, that with the 
addition of other English fields probably existing 
and available, any possible consumption would not 
exhaust them for a thousand or two thousand years. 
But to trouble ourselves about the fate of our posterity 
at so distant a period as two thousand years, would 
go beyond the most exalted patriotism, and the most 
ardent desire of esto perpetua : we should smile at 
the notion of a Druid losing a night's rest two thou- 
sand years ago, because he foresaw that in the year 
of grace 1797 great calamities would fall on this 
island. Prove to men now that our coal will cer- 
tainly last two thousand years, or even one thousand 
years, and they will dismiss the subject from their 
minds : we may apply to distance in time, what 
Adam Smith in his Moral Sentiments says of distance 
in space ; a man would be more disturbed by having 
to lose his httle finger, than by the certainty that 
two thousand years hence, all the inhabitants of this 
island would be without coal or any substitute for it. 
The interesting question is, whether exhaustion is 
imminent. 

Om- geological The second statement, that our geo- 
hnowledge. logical knowledge is complete and that 
our coal maps are finally made up, is eagerly denied 
by many. Mr. Holdsworth for example,* believes 
that there are beds of coal where they are not at 
present even suspected. The Pall Mall says of his 
workf : — 

* " Coal under Secondary Formations," 1866. 
+ Fall Mcai Gazette, Oct, 29, 1866, p. 10. 
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"If Mr. Holdswortli's theory should prove on 
extended trial to be as satisfactory as it looks on 
paper, and as partial trial has shown it to be, the 
panic respecting a speedy exhaustion of our coal 
fields may be very considerably allayed. To put it 
in few words, this writer believes that the fields 
now ia working are but the croppings up of a vast 
field which underlies the more recent deposits 
throughout the whole extent of the island. This is 
not a new theory, and Mr. Holdsworth has himself 
been for some years an exponent of it, but his book 
comes seasonably at the present time. 
There are many reasons for supposing that the coal 
measures, or alternating beds of coal, slate-clay, and 
sandstone, may extend uninterruptedly, though 
perhaps at a great depth, through districts where 
coal is not found or suspected. Thus the coal fields 
of Yorkshire resemble so closely those of Northum- 
berland and Durham, that an authority of weight in 
such matters considers them to be a re-emergence 
of the same measures, fi?om beneath the covering of 
magnesian limestone which on the surface divides 
one field from the other. Under the red marl and 
new red sandstone of the Midland Counties it is 
admitted that large tracts of coal measures exist, 
containing seams of workable coal. Near West 
Bromwich the ten-yard seam of South Staffordshire 
Kes under Permian rocks. An estate in Durham 
which is now very valuable from its abundant coal 
was on the point of being sold at a low price thirty 
years ago because it was on magnesian limestone, 
and therefore, it was assumed, could not yield coal. 
Lord Maynard bored in faith for three years on his 
Bagworth estates, and at the end of that time his 
faith was rewarded by the discovery of a rich coal 
field now in extensive working. Mr. Holdsworth 
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himself bored for three years — for he is something 
more than a mere theorist — and finally reached the 
coal measnreSj but his boring at that interesting 
crisis came to an untimely end, in consequence of 
the fraudulent introduction of steel and iron into 
the hole." 

It cannot then, be justly said that our geological 
knowledge is complete. 

Increased Of the third and fourth propositions 

consurwption. J yfi\\ gay nothing : I will go on to the 
fifth, which is that our consumption has been in- 
creasing at the rate of 3^ per cent, per annum, and 
has therefore been doubling in about 20 years. Ac- 
cording to one account* the rate is even far higher ; 
the annual consumption having risen fi^om 31-|- mil- 
lions in 1846, to 65 in 1868, and as I find elsewhere, 
to 98 in 1866, and 101^ in 1866; the quantity there- 
fore, having doubled in 13 years and tripled in 20 
years. But if it has doubled in 20 years, and if that 
rate of increase should continue, the annual con- 
sumption about 20 years hence wiU be 200 millions; 
40 years hence, 400 millions ; 60 years hence, 800 
millions ; 80 years hence, 1,600 millions : a child 
now living might thus see our present vast con- 
sumption augmented sixteen fold. On this sup- 
position of an unchecked supply, the value of the 
coal raised would be, at the present prices, about 
400 millions £. ; or far more than half the present 
aggregate annual incomes of the nation. 
The Times The Timesf had a striking article on 

wHicleonit. this particular view of the case: the 
writer takes the consumption of 1 861 as his basis. 

"Agreeing to 83 millions of tons as the annual 
consumption, it is necessary first to divide the total 

* Pall Mall Ganette, April 23, 1866, pa. 7. 
t Times, May 11, 1866. pa. 6. 
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quantity into the separate objects of consumption to 
which it is devoted, and although there are no means 
for its accurate division, an approximate division will 
be sufficient. 

"The consumption for household purposes is as- 
sumed to be a ton for each unit of the population — 
say 24 millions* of tons a year ; and the theory we 
are considering involves that the consumption of 
coal for household piu-poses shall be in 1961, 576 
milUons of tons, and that, as the country will be 
neither hotter nor colder, and coals will afford the 
same warmth to each person, the corresponding 
population of the British Isles will be also 576 
millions. 

" The next single item is the consumption of coal 
for railway travelhng, amounting at the present 
time to about five millions of tons for 10,000 miles 
of railway within Great Britain. The theory involves 
that the number of tons supposed to be consumed 
for this purpose in 1961 will be 120 millions of tons ; 
so that either the railways must extend within Great 
Britain to 24 times their present length, or the train 
services must be 24 times their present number, or 
both compounded must involve the increase of the 
aggregate consumption. 

" The present consumption in the iron trade is 
about 18 millions of tons of coal, operating to produce 
and manipulate 4^ millions of tons of pig iron ; and 
the theory involves that the quantity of coal consumed 
in 1961 , for this purpose will be 472 millions of tons, 
which would produce 24 times the present make of 
pig iron. 

" These three objects employ more than half of the' 
total consumption, and it may be assumed that the 

* Omitting Ireland I presume, where the quantity used is small, but increasing. 

AA 
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other lialf is employed in trade purposes, and that an 
extension of the latter quantity to 24 times its present 
amount involves an increase of trade, and conse- 
quently of wealth, to much more than 24 times its 
present amount. 

' ' According to the present rate of increase 
established by the population returns, the total 
amount of population in 1961 cannot exceed 90 
millions, involving a consumption of coal for house- 
hold purposes of the same number of tons of coal, so 
that there is a discrepancy between the result of the 
rate of the increase of consumption of coal of 480 
million tons, or five-sixths of the total assumed 
consumption. 

" Few persons will consider that the consumption 
of coal for railway transit can more than double its 
present amount, so that there will be a discrepancy 
under that head of 110 million tons, or more than 
five-sixths of the assumed consumption. The only 
one of the three above-mentioned items of which the 
amount is not limited is the make of iron. This 
would involve an increase of population employed in 
that trade from 60,000 to ] ,444,000 ; and it may be 
added that the coal miners must be correspondingly 
increased in number from 250,000 to 6,000,000 
persons. The same proportionate increase must take 
place in the persons engaged in other trades depen- 
dent on the consumption of coal. Taking only three 
trades — cotton, wool, and silk — at 600,000 persons, 
their numbers must be increased to 12 millions, irre- 
spective of a corresponding increase in the persons 
engaged in the trades connected with those manu- 
factures." 

Irregularity of I ^0 not pretend to adopt every 
increased statement in this article : but I think 

consumption, it cleverly raises the question, whether 
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the alarmists have put tte matter fairly. It is 
certainly true that in the ten years between 1854 
and 1864, the consumption has increased by 28 
million tons, and this may be an increase at the 
rate of about 3^ per cent, per annum, which implies 
a doubling of the consumption in 20 years. But 
why should the increase be put in this form of a 3-| 
per cent, reckoned as compound interest is ? The 
object is manifest : it is to obtain a law by which 
we may read the fature : but there is no law unless 
there is some force operating with regularity ; 
whereas here there is no regularity. The annual 
increments are as follow :* — 

MILLIONS TONS. 
Minna 3. Pins 5. Minus 1. Plus 7. 

1855 ... 1856 ... 1857 ... 1858 ... 1859 

Plus 8. Pins 3. Minus 2. Plus 5. Plus 6. 

1860 ... 1861 ... 1862 ... 1863 ... 1864 

No law of increase can be deduced from such data. 
Average It is indisputable that there has been 

increase 3 ^ large increase : amounting on the 
mi ion ns. average of the ten years to about 3 mil- 
lion tons a year. If we take a much longer period, 
from 1845 to 1864, we find the average increase to 
be a little larger, being something over 3 millions. 
Now there is all the difference between a compound 
3^ per cent, and a simple annual increase of 3 
million tons. A hundred years would multiply our 
present consumption in the one case to 32-fold, in 
the other to only 4-fold ; since in the one case the 
consumption would double five times, in the other 

* statistical Abstract, xiii., 117. 
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case our present 100 millions tons (in round numbers) 
would be augmented by 3 millions in eacb of tlie 
next hundred years. 

Arithnetical This distinction between an arithme- 
and geometri- ^ical and a geometrical ratio, was made 
eal ratios. familiar to the world by Malthus. 
Between 1801 and 1851 the population of England 
and Wales doubled : other things remaining un- 
changed, we might expect to see it again doubled by 
1901, and again by 1951. But we cannot imagine 
the home-produced food to multiply endlessly : as 
it is found physically impossible for an unlimited 
number of ears of corn to grow together and ripen 
on a plot of ground. It would require much credulity 
even to believe, that if we had grown 9 million 
quarters of wheat in 1801 and 18 millions in 1851, 
we could make the quantity 27 millions in 1901, and 
36 millions in 1961 ; and at the same time produce 
equally increased quantities of all other agricultural 
produce. But say we could do this ; we should 
then have. 



1801. 


1851. 


1901. 


1951. 


2001. 




Population 9 . . , 


, 18 .. 


. 36 .. 


. 72 . 


.. 144 


Millions. 


Wheat 9 .., 


18 .. 


. 27 .. 


. 36 . 


.. 45 


It 



The first of these lines is a geometrical series, the 
second is an arithmetical series. The alarmists 
have been pleased to represent the past increase of 
coal consumption, in the form of the first or 
geometrical series. 

The future: Let US then content ourselves with 

three questions, the fact that the consumption of coal 
has increased during 20 years, by about 3 million 
tons a year. What are our prospects for the future ? 
May we expect this increase to continue ? We 
may form a conjectural opinion by inquiring what 
have been the past causes of the increase ; whether 
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those causes will continue in operation ; and whether 
other causes are hkely to counteract them or to co- 
operate with them. 

What has ^ iiave gone back to 1845 : the mention 

earned the of that year will remind everyone of the 
increase ? immense extension of railroads just then 

Bailroads, taking place. The success of the Liver- 
pool and Manchester line, opened in 1830, the 
opening of the Liverpool and Birmingham line, and 
of part of the London and Birmingham hne, both 
in 1837, had greatly excited the nation : and between 
1845 and 1847, we suffered from one of our paroxysms 
of national insanity. Ever since that period there 
has been a steady growth of lines in Europe and 
America, and to a smaller extent in Asia. But 
Great Britain has supplied a large portion of the 
rads, engines, and carriages, all of them causing a 
great consumption of iron and of coal. 
Free Trade, Immediately afterwards came Sir 

and Gold. Robert Peel's, conversion to free trade, 
and the adoption of fiscal measures which have since 
more than tripled our exports. But these do not 
consist of wheat, or wool, or timber : they consist of 
manufactures, all of which require a consumption of 
coal. Besides this, the gold discoveries made happily 
about the same time, have marvellously facilitated 
the multiphed transactions arising out of these 
changes ; and have themselves directly increased our 
external commerce. The consumption in Great 
Britain of commodities generally, has been very 
much augmented : the additional milHons of quarters 
of wheat received annually from Russia and America, 
have disappeared without any considerable reduction 
of the average price. The enlarged income of the 
labouring classes, who have not only earned higher 
wages, but have also had unusually regular employ- 
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ment, are spent to a great extent on the necessaries 
of life ; and among these, after food fuel is one of the 
first. Doubtless, if we could ascertain the truth, we 
should find that far more coal is burnt in small houses 
now than twenty years ago. In the country too, 
ofi" the lines of the canals, fuel was formerly cruelly 
expensive ; it is so now in too many parts ; but the 
extension of railroads, which have not generally shut 
up the canals, has lessened this evil. The Times, we 
have seen, estimated our household consumption at 
24 million tons, or a ton a head throughout Great 
Britain : if in 1845 our whole quantity raised was 
under 32 millions, it is possible that our household 
consumption was 16 millions ; and it is possible that 
the 16 may have grown to 24 or to 30. An attempt 
has been ably made* to calculate the quantities ; but 
it has been found impossible to separate household 
consumption from that by mills and smiths' forges, 
though that of the iron trade has been struck out. 
The London statistics however, may help us. We 
find that in 1835 London consumed less than 2^ 
million tons ; in 1865, nearly 6 millions : that while 
the population had far less than doubled the con- 
sumption had far more than doubled. Cheapness has 
produced its ordinary efiect of increased consump- 
tion : no doubt this is true of all places distant from 
the mines ; and if true of London, more true of places 
devoid of supply by water. 

During thirty years, our consumption has been 
stimulated by three mighty changes : the construction 
of railroads, the adoption of free trade, and the dis- 
coveries of gold ; three changes, each of which taken 
separately was enough to produce a financial revo- 
lution. 

* Birmingham Daily Post, Nov. 17, 186fi. 
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Will these Will these causes continue in opera- 

cMises eon- tion? I do not mean by this to ask 
tmue ? whether we shall return to our old habits : 

it is impossible that we should surrender railway 
communication and go back to the turnpike roads ; 
or that we should rjevert to protection, while Europe 
is trying to imitate our new regime : nor is it to be 
expected that our gold supplies should fail us; since, 
according, to a French authority,* Australia may 
yield its 13 millions £ annually for the next two 
thousand years. The question is whether our recent 
rate of progress will continue: whether a further ex- 
tension of railroads and of foreign commerce, will 
augment our make of iron in the next ten years by 
60 per cent., as happened between 1855 and 1865: 
whether further cheapness of carriage and further 
rise of wages and improved regularity of employment, 
will again multiply our household demand for coal. 
I see no reason to expect such future increase. As 
to railroads, the tendency at home, since the com^r 
mercial crash of 1866, is to lessen to the lowest point 
all extensions; and therefore to limit the demand for 
railroad iron to that necessary for replacing what is 
worn out. As to foreign demand, many persons 
believe that it wUl diminish here through increasing 
supplies furnished abroad. We can scarcely believe 
that our make of iron will increase during the next 
ten years as it did during the last ten years. 
Notprohahle. But if our annual consumption of coal 
should rise daring ten years more by 3 million 
tons a year, and should thus reach 130 millions 
by 1876, I should still be sceptical as to the inde- 
finite continuance of this augmentation, even if 
no considerable rise of price takes place. We are 

* Revue des deux Mondes, 66, 400. 
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told* that 8 years ago, the whole world raised only 
121 milHon tons, of which 72 millions were raised in 
England, and about half that quantity in the rest of 
Europe. But there are abundant beds in different 
parts of Europe, some of which are coming into 
work.f 

"In Germany, we learn from Hamburg that British 
coal has hitherto been largely imported into Northern 
Europe ; but in Prussia and the interior the case is 
different, cheapness of the indigenous coal and 
facilities of transport bid fair to drive English coal 

out of the market The most 

important supplies are derived from the Westphalian 
coal fields, the value of which is greatly increased by 
the proximity to the metal industry. From this 
quarter we learn that the only limit to production is 
the deficiency of hands: the production of 1852 
having been 38,000,000 of quintals, whilst that of 
1864 was 140,000,000; and Westphalian coal is 
rapidly excluding English from Holland, and is 
expected to do as much in "Northern Germany, by 
communication via the Elbe. 

" In Austria, where it is said an unlimited supply 
of coal might be obtained, the production is only esti- 
mated at 4,600,000 tons per annum, half of which is 
of an inferior^ quality, but insujBSicient and expensive 
means of communication have limited operations. 
In Russia, also, there are enormous coal fields, of 
which little profit has as yet been made, from want of 
skill and of capital. The coal of the Moscow basin 
is, however, of an inferior quality ; but the value of 
the Oiu"al district is increased by proximity to iron, 
and that of the Don district by its easy access to 
the sea of Azoff. 

* Peto, Eesourcea of America, 187-188; and Annala Brit. Legisl. 
Oct. 1866, 439. t Economist, February 10, 1866. 
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"It is needless however, to remark that the coal 
fields to which we have referred are as nothing 
compared with those of North America. In Penn- 
sylvania — the largest producer both of anthracite 
and bituminous coal — the value of coal mined has 
increased in ten years at the rate of 1 79 per cent., 
whilst the corresponding increase in all the States 
is estimated at 186 per cent." 

It may be a moderate consolation to an English- 
man to learn that the world at large has coal 
enough for thousands of years, if at the same time 
it appears that that of his own country threatens 
exhaustion in a hundred years : but the existence of 
these extensive beds in other countries, the fast 
spreading means of carriage by railway, and the 
rapid growth of international communication, which 
is conducting English and French capital into every 
corner of Europe, lead to the conclusion that con- 
tinental coal, and perhaps continental iron, will soon 
enter into a brisk competition with those of Great 
Britain, and will thus reduce the further increase of 
our consumption. Landlords and miners and iron- 
masters, may regret such a check to their royalties 
and profits and wages : but the rest of the country may 
rejoice in the diminished danger of rapid exhaustion. 
Supply may Again; not only may the consumption 
le increased : turn out far less than has been anticipated, 
limit 4<,000 i^-^t the supply may turn out much 
•^*®'' greater. I have shown that there are 

great differences of opinion as to the geological 
formations in which coal is [ikely to be found. 
There are also differences of opinion as to the depth 
to which we can descend. The alarmists say we 
cannot go below 4,000 feet : this hmit is disputed. 
It is true* that the lowest depth we English have 

* Economist, January 6, 1806, pa. 5. 
BB 
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reached, is 2,500 feet (nearly half a mile) but at 
Kitzbiihl,* in the Tyrol, there is a mine 2,763 feet; 
andt at Grilly, near Charleroy, there is one of 3,411 
feet. 

Increased It has been supposed that below 4,000 

hscii- feet the heat would become intolerable. 

Mr. Vivian, in his remarkable speech to the House 
of Commons, confesses that the temperature rises 
as we descend into the earth, but he ridicules the 
notion of our not being able to overcome the diffi- 
culty! by mechanical means. The subject is dis- 
cussed also by Mr. Warrington Smyth ;§ who says 
that below 10 or 20 yards from the surface, the 
temperature increases at the rate of 1° Fahr. for 
every 60 or 70 feet of descent : that the first opening 
of drifts even at 1,500 to 2,000 feet is a hot task; 
but that the temperature sinks rapidly by the circu- 
lation of external air. The Eevue des deux Mondes^ 
makes the rate of increase one degree centigrade for 
30 metres ; which is not very far from Mr. Smyth's 
statement. 

Cost. But an uninitiated person would natu- 

rally suppose, that the expense of sinking a very deep 
pit would be an insuperable obstacle. Mr. Yivian 
contends that this is an utter mistake He says that 
though the first cost of sinking is great, it is only 
a trifle per ton on the coal got : he says that a 
single mine may yield 60 million tons of coal, and 
that therefore one penny a ton would recoup so 
unheard of an outlay as 250,000 £. The _ additional 
cost of drawing to the surface is very small : far less 
than a penny a ton. But even if we triple that, three 



* Pall Mall Gazette, October 29, 1866, pa. 10. 
t Warrington W. Smyth, " Coal and Coal Mining," 246. 
Speech of H. Huaaey Vivian, Esq., M.P., June 12, 1866, Ridgway, p. 13. 
§ " Coal and Goal Mining," 245. || No. 72, pa. 1,004. 
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pence a ton is a matter of small importance. At the 
beginning of this century, best coal was, as I hear,* 
sold in Birmingham at 8s. ; the present price is more 
. than 12s. : a rise of 4s. a ton has not checked the 
manufacturers' prosperity : a certainty of an addi- 
tional three pence would fail even to cause 
uneasiness. 

Importance of But the existence of such a limit as 
the limit. 4,000 feet makes all the difference in the 

question. Mr. Vivian sayst : — " That limit of 4,000 
feet, cuts off at one fell swoop from the coal field of 
South Wales, the gigantic quantity of 24 thousand 
millions of tons. That is the quantity of coal which 
Mr. Hull calculates to be below this imaginary and 
arbitrary limit of 4,000 feet, beyond which it is 
represented that operations cannot be pushed. These 
24,000 millions of tons would actually supply the 
present enormous consumption of England for nearly 
300 years." This is said of South Wales taken 
singly, but the same is true of other coal fields ; and 
therefore, if we can get coal to indefinite depths, the 
fears of exhaustion cease. 

Conclusion of I ^ave now gone through the eight 
the 8 jjroposi- propositions which I found in the sum- 
tions. mary I quoted. I conclude (1) that 

though our coal fields are exhaustible, it is impossible 
for us to determine whether they will be exhausted 
in any such period as to affect the well-being of the 
nation : (2) that our knowledge of the coal existing 
underground is far from complete : (3) that our con- 
sumption has undoubtedly increased very fast ; 
having grown by one half in 10 or 11 years, and 
having perhaps grown threefold in 20 years : (4) that 

* In 1769, after the Canal to the collieries was opened, the price was 68. 
to 7a/ per ton of 2,240 Iba. LanRford's " Century," 178-179. 

t Speech 7. 
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this growth has been irregular, not implying any law 
which may enable us to predict the future ; that it 
has taken place during three great changes ; during 
the formation of railroads, during the adoption of. 
free trade with a consequent vast extension of pro- 
duction, and during the discoveries of Californian 
and Australian gold ; that we have no reason to 
anticipate further changes of the same kind, and 
that though the adoption of free trade by other 
nations may tend to still further multiply our exports, 
there is a probability of a check to our exportation 
both of coal and of iron, by the opening of mines in 
several European countries : (5) that the Hmit of 
4,000 feet as the alleged greatest depth from which 
coal can be won, is arbitrary and not founded on 
experience ; and that it cannot be sustained on the 
ground of increasing h«at, or the augmented cost 
of sinking shafts and raising the coal. 
Substitutes. It is really believed, no doubt, that if 

coal should fail something else will take its place. 
The subjoined reply * is, I think, conclusive : — 

" Some persons solace themselves with a vague 
fancy that science will discover some substitute for 
coal, some new motive power, some new source of 
light and heat. It may do so ; but it is of no use to 
discuss dreams, or to build our future hopes for the 
rescue of Great Britain from impending fall, on so 
unfounded a ' perhaps.' We need only make two 
remarks on this suggestion : first, it is not impossi- 
ble, nor indeed improbable, that light may be obtained 
in some hitherto undreamed of mode — perhaps even 
heat for our dwellings ; — but who anticipates a new 
fuel which shall be abundant and cheap enough to 
supply our smelting furnaces ? and, secondly, what 

* Pall Mall Gazette, April 21, 1866, pa. 5. 
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probability is there that any substitute for coal 
whether in the generation of steam or the feeding of 
furnaces, will be discovered in these islands specially, 
or in any form that will give us our present advantage 
over other countries ?" 

French scientific men have been speculating on 
this interesting topic : the following passage* has 
unintentionally a touch of Swift. 

" What can be done afterwards ? Wood and 
petroleum offer very insufficient resources. Must 
we think of decomposing the rocks which contain 
carbonates in order to extract from them the com- 
bustible matter par excellence ? M. Simonin suggests 
an original solution : he says toe must bottle up the 
sun. Solar radiation has formed plants, and conse- 
quently fossil coal ; let us seek directly the heat 
which it affords us in such large quantities. What 
is to prevent us for example, from heating balls of 
clay by means of reflecting mirrors, and from thus 
storing up heat, as cold is stored up in ice houses ? 
We concede to M. Simonin that the heat sent us by 
the sun is immense, for it appears from the experi- 
ments of M. Pouillet, that the earth receives from it 
annually un septillion de calories ; of which the 
atmosphere absorbs about half, and the remainder 
penetrates the soil, and is equal to the heat produced 
by the combustion of 60 to 80 trillions of tons of 
coal : this is three or four hundred thousand times 
as much as is got from coal mines ; but how are we 
to fix this heat, which is disseminated over a surface 
of a hundred thousand-millions of acres ? A different 
solution, we think, is required. Instead of con- 
tinuing to seek our mechanical force fi-om the heat 
of furnaces which supply our machines, we shall 

* Bmwe des deux Mondes, Ist January, 1867, p. 252. 
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end by seeking it from some otlier natural force. 
Electricity indeed, gives little promise of superseding 
steam ; but there are many otlier forces whicli man 
has not yet tamed : to mention only one, the tides of 
the ocean await their Watt and their Fulton." 

I cannot see that a Watt or a Fulton is wanted to 
tame the forces of the ocean. A tidal river appears 
to furnish the means of filling at the flow, a lake 
which would turn mill wheels at the ebb. Unfor- 
tunately the power is in the wrong place : it is 
confined to the coast, and cannot be conveyed to the 
mines and to the other centres of industry. 



XV. 

Some ground f\^ the whole, I believe that the fears 
for fear. \J of a failure of coal have been exag- 

gerated ; but I cannot deny that there is considerable 
uncertainty : we are constantly exhausting our 
principal, and we cannot replace it ; nor can we 
determine absolutely how soon penury may overtake 
us, 

We should Even if our manufacturing superiority 

still Je great should come to an end, we should 
m agrioulture : p^oi^ably remain a very great nation. 
We were great in the time of Louis XIV., and in the 
Spanish war, and in the Seven Years' War, when 
we were an agricultural people : we should still be 
great if we became an agricultural people again. 
Probably if our manufactures and commerce declined, 
our unemployed capital would flow over the land, 
and improve our farming to the utmost, just as 
happened in Holland after the decline of its com- 
mercial predominance. 
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" She,* who had beaten Spain, and had gloriously 
resisted the combined forces of France and England, 
sank gradually as we know, under the fatal attacks 
of a war of tariffs. Differential duties and the 
Navigation Act drove her shipping out of every 
port ; her commerce was annihilated, her marine 
destroyed. At the end of the eighteenth century, 
Holland had fallen into most distressing weakness, 
and the French conquest, under the empire, con- 
summated her ruin by transferring her colonies to 
England. Just at that moment however, agriculture, 
hitherto despised, opened to her new sources of 
wealth. It has often happened that politicians, 
ministers, or even monarchs, fallen from power, 
have renewed their youth in rural pursuits, and 
have found consolation in the thought of contributing 
in a modest fashion to fertilise their native soil and 
to promote the welfare of their fellows. As with 
men so with nations. Has their lot been unprosperous, 
have they sunk in an unequal contest, have their 
commerce and industry waned under the influence 
of opposing events, there still remains to them an 
inexhaustible source of gain and well being which 
will retrieve all their losses, which will heal their 
wounds, and which will not be dried up by the 
fortune of war or the vicissitudes of treaties : this 
source is the soil, fairly made use of and always 
ready to recompense tenfold whatever intelligent 
sacrifices men can resolve to make ; in a word it is 
agriculture. This it is in fact which formerly sup- 
ported Lombardy and Belgium, while subject to a 
foreigti power and robbed of their old pursuits ; and 
this it is also which more recently has raised Holland 
when fallen from her ancient commercial greatness." 

* Btnile de Laveleye, La Neerlande, 1865, pa. 254. 
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and from I do not dispute that our national 

our national resoiiTces during the last hundred years 
character. j^g^^g j^gg^ greatly increased by manufac- 
tures and commerce : I believe however, that below 
these there is something which has made the nation 
great ; which made it great for centuries before its 
manufactures were considerable, and when the 
Genoese and the Dutch crowed over us at sea. Indus- 
try, integrity, and long- continued freedom ; a soil rug- 
ged but strong, a climate unpleasing but temperate ; 
an insular position defended by stubborn courage : 
these are qualities and gifts independent of mining 
and manufactures and commerce, and these secure 
our greatness though coal and iron should fail us. 
Greatness and But greatness and prosperity are not 
prosperity not the Same thing. The Dutch have for 
the same. three centuries had a national greatness : 

their dogged resolution, their industry, their frugality, 
have enabled them to bear up against adversity, and 
to recover from overwhelming misfortune. But 
they have have had to endure adversity and over- 
whelming misfortune : the loss of their commerce, 
the unmerited hostility of Louis XIY., the irresistible 
conquest by Napoleon. We too, though we may 
continue great, must expect misfortune : what it 
may be, who shall say ? 

War. At the present moment, no dark cloud 

hangs over us. But it is impossible to say how soon 
we may be drawn into the vortex of European war ; 
and that unbroken peace is likely to prevail in 
Europe, it is hard to believe : Kussia indeed, is busy 
with her emancipated peasants ; and both she and 
Austria are cowed by the defeats of the last few 
years : France and Prussia however, have an unsettled 
account to liquidate; for French patriots bear un- 
willingly the glory of other nations. 
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XVI. 
CONCLUSIONS. 

IN this second part, I have inquired whether there 
are in this country, any circumstances which 
modify the general rules as to debt. I admit that 
the money borrowed, having been spent, cannot be 
recovered: that the credit of our government is so 
good as to require no propping up : that the burden 
of our taxation though heavy is not intolerable : that 
there may be cases in which a sinking-fund would be 
a mistake ; as for example in the United States, 
where the first thing to be done is to regulate the 
taxation, so levied at present as to press on the 
springs of industry. But I contend that never- 
theless, a sinking-fund is needed in Great Britain : 
because our escape from that national insolvency 
which has humiliated most other countries, is not 
owing to our honesty alone, but very much to the 
good fortune that has attended us ; to Watt and 
Arkwright, and the extension of our manufactures, 
followed by a marvellous increase of population and 
opulence. I maintain that it is preposterous to 
anticipate the perpetual recurrence of such favourable 
circumstances ; and while I rejoice that during the 
last thirty years the debt has grown but little, I hold 
that this is not enough. I do not pretend to look 
with alarm on the immediate future : I believe that in 
the extension of free trade among other nations, and 
in the development by railways of the agricultural 
resources of Eastern Europe, there are hopes for 
Great Britain of a still further extension of manufac- 
tures and commerce, though chequered by our 
augmenting dependence on foreigners for our bread : 

cc 
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I do not even share the alarm expressed as to the 
probable failure of onr coal during the next century; 
since I cannot see the probability of a return of such 
causes of increase as our adoption of free trade and our 
construction of railways, and our discoveries of gold, 
all of which have operated principally during the last 
twenty years. On the other hand, the more distant 
future is less bright. Manufacturing predominance is 
in its very nature transitory : our supply of coal must 
some time or other fail, and the cost of mining in- 
creases a httle every year : we have had a long period 
of singular prosperity, but to rely on its continuance 
for centuries to come would be madness. The fertility 
of our soil, the happiness of our climate, the strength 
of our character, the freedom and flexibility of our 
political institutions, the increased tenderness of our 
affluent classes towards the poor and distressed, our 
growing distaste for war and glory, our willingness to 
surrender our colonies so soon as they prove fit to 
go alone, all give us reason to hope for continued 
national greatness. But national greatness and' 
national prosperity are not the same thing. With- 
out any falling-off of our population and opulence, 
we may lose our national predominance. In a 
stationary or slowly increasing condition we may 
experience, as Holland has experienced, a sense of 
national stagnation. Surely, before those evil days 
come upon us, we ought to make arrangements for 
removing a burden which may then be scarcely 
endurable. 
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XVII. 
PART III. 

Would a sinking-fund correct the evils of debt ? 

The evil of \\T^ have seen that the first and 
paying over V V greatest of the many evils attend- 
andover ing a national debt, is the having to 

agam. ^^j j^ over and over again in the form 

of interest. 

If I am fortunate enough to come into possession 
of an estate of 2,000 £ a year, and I determine to 
lay out 10,000 £ on a house and furniture, I may do 
this by applying to it the 2,000 £ a year for 5 years ; 
living in the meantime on the income from other 
sources which had sufficed me before : in this case I 
incur no debt. But I may do it also, by borrowing 
the 10,000 £ at 5 per cent. ; in this case I shall 
have to pay 500 £ a year. My income is permanently 
reduced to 1,500 £. At the end of 20 years, if I 
have discharged none of the principal, I shall have 
paid for interest 20 times 500 £, or 10,000 £ ; the 
sum I borrowed : at the end of 40 years, I and my 
heir, will have paid 20,000 £ ; twice the sum I bor- 
rowed ; and at the end of 1 00 years, the family, if 
they hold the estate on the same terms, will have 
paid 5 times the sum I borrowed. Dr. Price would 
represent the loss as something vastly greater than 
this ; because we might have invested these sums at 
compound interest, and thus calculated, what we 
had paid for interest would amount to hundreds of 
thousands of pounds. Now, however improbable it 
may seem that such an estate, charged with such a 
sum, should remain unchanged in one family during 
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a hundred years, there is no improbability that a 
nation should continue with the same debts during 
much longer periods than a hundred years : in truth 
the sums borrowed under William III. are still owing ; 
and the interest on each million has amounted to six or 
eight millions, besides our being still under an obliga- 
tion to pay an annuity until the million is discharged. 



XVIII. 

What might A YOUNG and vivacious people like 
be done ? j\^ the Americans, if they were cir- 

cumstanced as we are, being once convinced of this 
simple truth, would resolve to make a great effort. 
Tlie sacrifice If it were asked what sacrifice would 
necessary. be necessary to extinguish the debt, it 
would be replied that in a country where 5 per cent, 
was the current rate of interest, a sinking-fund of 
10 milhons £ a year, with compound interest, would 
amount to our 800 millions £ in 33 years. In 
Great Britain, where interest is lower, a longer 
period would be necessary. 

GouU we raise We See that 10 millions £ a year, 
10 millions £ would extinguish our debt in a period 
a year? ^q^ very long in the life of a nation. 

Could we raise such a sum ? If we deemed the 
proposed object a really important one, no doubt we 
could. In the early part of the century, when we 
felt that Napoleon must be put down, we consented 
to an income tax of 2s. in the £, in addition to heavy 
imposts on nearly every article, down to salt itself. 
How the pressure of that 2s. in the £ was felt, is 
shown by the hurried way in which it was cast off on 
the return of peace. Of late years, on a much lighter 
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occasion, -when our existence and our liberties were 
in no wise threatened ; I mean during the Crimean 
war, when the honour of our armies, once engaged, 
was the only subject of anxiety to the ordinary 
pubhc, we paid without complaint Is. 4d. in the £. 
Three-fourths of that rate, half of the rate paid by 
our fathers, would furnish the needed 10 miUions £ 
a year. This added to what we already pay, would 
make Is, in the £. If we could resolve to bear such 
a burden, we should make an effort worthy of a 
young, fresh, enterprising, and patriotic people ; and 
we should actually follow the admirable example of 
Holland, though still at a humble distance ; and we 
should see a hope of arriving some time or other, by 
the straight road too, at the happy condition of 
Prussia and Sweden in freedom from debt. 
Utopicm,. I am not Utopian enough to recom- 

mend, or to hope for, any scheme so spirited, so 
thorough, so patriotic. People will not be persuaded 
that the object is worth the sacrifice. They simply 
will not pay the money; and they will clothe their 
resolution in some form such as this. 
First objection: Population and wealth, it will be said, 
increase of are Steadily rising : in England andWales, 
population ^Q richest part of the kingdom, popula- 
wea . ^^^ doubled in the fifty years between 
1801 and 1861; and though the rate of increase is 
less than it has been, the absolute numbers added in 
each year, are at least as great as those of any former 
period: the means of paying taxes also, have cer- 
tainly grown at a greater rate than the population. 
If, after the peace of Amiens, our fathers had made 
a great effort to pay off the large debt contracted, they 
would have made, for every million they raised, a 
sacrifice three or four times as great as that now 
imposed on us to raise that million : in the same 
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way, if we made the considerable sacrifice necessary to 
raise 10 millions £ a year, our grandsons migtt say 
that if we had left it to them, they could have raised 
the money with a third or a fourth of the difficulty. 
asswrms that This argument assumes that the future 
the future win circumstances of England will exactly 
he hhe the ;past j,q^qt^\q ^q present, and those which 
are lately past. Population and wealth indeed, will 
probably go on increasing: but who knows what 
draughts there may be upon the means of our 
posterity? what wars, what pestilences, what series 
of bad harvests, what growth of foreign competition 
in manufactures ? A man who prophesies all or any 
of these, is a fanatic : a man who denies the possi- 
bility, or even the probability, of some of them, is a 
fool. I have no fear for the greatness of our country, 
because I see that it is founded on the happiness of 
her geographical position, on the power of her 
institutions to adapt themselves to changing circum- 
stances, and above all, on the moral strength of the 
people, a strength developed by centuries of good and 
free government. But greatness and prosperity, as 
I have said before, are not necessarily conjoined : 
England was never greater than in 1797, when the 
successes of the French Revolution, the mutiny of 
the Nore, and the suspension of the Bank of England, 
made the boldest men tremble. This greatness we 
may have to display again. And in suchfuture periods, 
instead of regretting that the subjects of Queen 
Victoria made sacrifices to lessen the debt, the 
subjects of a King Albert, or of a George V., will 
curse the careless selfishness of their progenitors, 
who preferred ease to patriotism. 

I therefore repudiate the opinion that we may 
leave sinking-funds to our posterity, because they 
may perhaps be better able to establish them. 



215 

Growth Again ; why is it that population and 

imdicates opulence are growing ? It is because 

jprospenkj. the nation is in the enjoyment of pros- 
perity. To say then, that a sinking-fand shall be 
deferred until growth has ceased, is to say that it 
shall be deferred till a time of adversity. A mine- 
owner with an increasing income from royalties, will 
not begin to pay his debts, because in ten years' 
time his enlarged income will make the payment 
much easier : when the ten years have passed, his 
mines are less productive and his income falls off": he is 
then conscious of his folly which could not anticipate 
so obvious a probability. If we mean to pay off our 
debt, let us begin to-day, while our prosperity is 
indicated by an increase of population and opulence. 
If adversity At present we are importing a large 

should come, part of the food we consume : we pay 
for it with manufactures. Suppose that foreign 
competition should narrow our markets, and consi- 
derably reduce the prices of goods. Our mechanics 
might prefer emigration to poverty : an English 
exodus such as the recent Irish one is possible 
though improbable : more than a fourth of the Irish 
have disappeared from their country ; what if six 
millions of English and Scotch passed over to Canada 
and Australia ? Would that be a time for establish- 
ing a sinking-fand ? The present period, the period 
of growth, is the only time for reducing our debt. 
Second oh- Other objectors will say, that in the 

jeotion; gold present uncertain state of the standard 
disocveries. ^£ value, it would be injudicious to make 
any considerable effort : they believe that Australia 
and California and Nevada, are so deluging the 
world with gold and silver, that a serious deprecia- 
tion in the value of those precious metals must 
follow : that our children and grandchildren will 
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therefore have to pay the interest of the debt, and 
such part of the principal as they may choose to 
discharge, in a currency of less value than the 
present; and that it would be improvident on our 
part to settle with the national creditors now that 
gold and silver are at a comparatively high value. 
Not wpply to A whole chapter would be scarcely 
a gradual gufl&cient for the discussion of the points 
paymen . raised by this argument. If I were 

maintaining the propriety of our making a great 
effort to pay off the whole principal in a few years : 
if I were recommending the scheme of raising 10 
millions £ a year by an additional eightpenny income 
tax ; which as I have shown, might extinguish the 
debt in a long generation : I should feel the objection 
to be at least a specious one, and such as unanswered 
would be fatal. As however, I have no expectation 
of seeing any such present sacrifice made, and as all 
that I recommend is the establishment of a fund 
to discharge the present debt in several generations, 
it is unnecessary to reply to the objections at any 
length. 

Anticipations It will be enough to point out that 
falsified. the anticipations of economists have been 

singularly falsified. The late Mr. Tooke, perhaps 
the soundest thinker of his day on such subjects, 
looked with alarm at the few annual millions of 
Siberian gold,* and feared that they would disturb the 
standard of European value. Siberia still sends 
her few millions ; and in addition, we have six or 
seven times as much from the new mines. After 
this has gone on during a dozen years, it is 
disputed whether the standard of value has been 



* I maie this assertion from memory, as I cannot find my reference to 
the passage in Tooke. 
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disturbed ; and wlietlier the rise of prices in various 
articles has not resulted from the increase of demand, 
consequent on the extension of commerce by free 
trade and railroads ; facilitated no doubt, by the gold 
and silver, which appeared just in time to furnish 
the additional currency wanted for the multiplied 
transactions. 

England : I^ should be remembered also, that 

wheat not whatever changes may have taken place 
risen. throughout the world, the average price 

of wheat in England has not risen ; the free trade in 
corn having perhaps, counteracted the tendency to 
rise caused by the abundance of the precious metals. 
The mainstay of the labourer remains unchanged in 
price ; and where wages have risen, they have not 
been forced up by that rise in the price of food which 
naturally follows from a depreciated currency. As 
regards bread, and the standard of wages, and those 
prices which are influenced by the standard of wages, 
we are as though no depreciation of the currency has 
taken place ; whether it has taken place or not. 

No considerable effect having followed at present, 
so far as Great Britain is concerned, it would be 
foolish to postpone an important arrangement for 
paying our debts, because we fear that the few 
millions we should raise would cost a rather less 
sacrifice to our sons or our grandsons. 
Third oijec- The third objection I have mentioned 

tion : reform before. The evils of a national debt are 
ofta^atwn franklj conceded: it is acknowledged 

more im- t--t-ti-,-ti, j_ti-i 

fortamt. too, that it IS highly desirable to establish 

a sinking-fund. But it is contended that there is 
another object of still higher importance : the better 
distribution of taxation ; the carrying out of the 
fiscal reforms begun by Sir Robert Peel, and con- 
tinued by Mr. Gladstone. We are reminded that 
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twenty-five years ago the elasticity of the revenue 
had ceased : that it was not then an easy thing for 
the Chancellor of the Exchequer to raise a sufficient 
revenue to meet the modest expenditure of the 
Government, Since then, what a change ! One tax 
after another has been reduced or repealed, and yet 
there is always a surplus ; though the peace estab- 
lishment of army and navy would have been formerly 
thought large enough for a state of moderate war. 
Let us proceed in this wise course, which has led to 
unexampled prosperity, and let us defer the estab- 
lishment of a sinking-fund till we have banished 
every tax which weighs upon the springs of industry. 
Exaggeration I am not at all disposed to underrate 
pointed out. the importance of recent fiscal legislation : 
I value most highly the measures which have given 
liberty of production and exchange. But it seems 
to me a mistake to regard those measures as princi- 
pally a remission of taxation. The laws which 
limited the importation of corn and cattle, were 
not framed for the purpose of raising a revenue for 
government, but for the purpose of protecting the 
landlords against a fall of rents. When foreign 
bread and meat were put within the reach of the 
labouring classes, the thing done was very different 
from the siibsequent measures which reduced tea Is. 
a lb., and kid gloves Is. a pair : the thing done was 
the putting in the power of our mechanics and 
capitalists, to exchange their cloth and hardware, for 
the wheat of the Far West and the oxen of Holstein. 
If any further removal of such obstacles remains to 
be accomplished, by all means let us accomplish that 
even in preference to establishing a sinking-fund : 
but let us not confound the removal of obstacles and 
the remission of taxation: let us not suppose that 
the reduction of the price of tea by 3d. a lb. or of 
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beer by Id. a quart, will give that kind of elasticity 
to our resources, whicli followed from the facilities 
oflFered by free trade for international exchange of 
productions. 

But even if no But even if I am wrong in charging 
exaggeration: these objectors with exaggeration, if it 
Income-fax. ^^ ^^ne that certain remaining taxes are 
considerable obstacles to production and international 
exchange, I still contend tliat a sinking-fund may be 
established with advantage, and without preventing 
the repeal of any of those objectionable taxes. There 
is one tax which interferes neither with production 
nor with international exchange; I mean the Income 
Tax. Let us resort to this for our fund. 



XIX. 
CONCLUSIONS. 

I HAVE not feared to incur the risk of tediousness, 
by pointing out once more, in this Third Part, 
that the greatest evil of debt is the having to pay it 
over and over again in the form of interest. I have 
then shown that if, following the example of EoUand, 
we raised a sin-plus taxation of 10 millions £ a year, 
and if this sum were placed out at compound interest, 
we should soon extinguish our debt. Not that I 
venture to propose any such scheme : I know that 
the following objections would be raised : — 

1. That by the steady increase of population and 
opulence, the debt is virtually diminishing ; and that 
it is better to leave its extinction to the enlarged 
means of fature generations : to which I reply that 
it is folly to expect the continuance of the last 
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century's good fortune ; and that to leave the 
extinction till growth has ceased, is to decline in 
prosperous times, a duty to which stagnant and 
unprosperous times will prove unequal. 

2. That the discoveries of gold and silver will 
raise prices generally, and will in the same propor- 
tion lessen the weight of the debt, which may 
therefore be paid off hereafter at a less sacriJ&ce 
to the public. I answer that all the predictions as 
to the effects of the discoveries of the precious metals, 
have hitherto been falsified : that if the prices of the 
world have risen, a counteraction has taken place in 
England, where wheat, the mainstay of life, has been 
kept down to its old level, through the novel freedom 
of importation : that even if the anticipated growth 
of prices should take place, it would be formidable 
only in case of a proposal to discharge the debt at 
once, or very early ; but that it is of little importance 
as opposed to a scheme for discharging the debt 
gradually in the course of a hundred years. 

3. That granting the desirability of extinguishing 
the debt, another change is far more desirable : the 
further reform of taxation. I reply that the two 
changes are not incompatible ; for that all I propose 
is to raise a moderate sum by instalments during a 
few years, and that this could be done by a small 
addition to the income-tax, without the least inter- 
ference with reform of taxation. 



CHAPTER VI. 

HOW WB SHALL BEST PERFORM OUR DUTY. 

I. 

What ruined TTAVING determined in tlie last chap- 
Mr. Pitt's JQ_ ter that we are really bound to take 
scheme ? measures for repayment of our debt, let 

us consider what would be the best means of per- 
forming that duty: and to do this let us once more 
recollect what it was that frustrated Mr. Pitt's eflForts 
of 1786. 

The 8.-F. was The first and greatest evil, I suspect, 
not understood ^as that the Scheme was not understood 
ly the nation. ^^ ^^^ nation. No doubt, the aim of the 
scheme was plain enough. After the conclusion of 
peace in 1783, the nation was painfully impressed 
with the magnitude of the debt, and with the neces- 
sity of reduction: it was willing to submit to some 
additional taxation for this purpose : both parties in 
parliament agreed in the necessity of action: Mr. 
Pitt, on introducing his measure, declared it useless 
to prove the advisability of establishing a sinking- 
fund, because everyone conceded it. All this was 
intelligible ; as was also the proposition to raise 
taxes of a million a year to constitute the fund. 
Why? The ambiguity arose in the mode of 

applying the million. If it had been used to pay oflF 
some of the fund-holders, the debt would have been 
obviously diminished. It would have been equally 
obvious that in the next year the nation would 
escape the payment of interest on the discharged 
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million ; and could therefore afford in the second 
year to pay off 1,050,000 £., assuming 6 per cent, to 
be the government rate of interest at the time. The 
course pursued was less simple: the million was 
handed to Commissioners ; who bought stock, and 
had it transferred to their names in trust for the 
nation. In the second year the £50,000 interest on 
the million was paid by government to the Com- 
missioners, who again received a million from the 
taxes, and again bought stock with this million, as 
well as with the 50,000 £., paid to them for interest. 
Even this was intelligible: the nation owed 250 
million £., but it possessed in the hands of the Com- 
missioners what was saleable in the market for more 
than 2 million £. As it was expressed, the debt 
was 250 millions £., of which more than 2 millions £. 
was redeemed. 

War loans. If peace had continued, the nation 

might have gone on, clearly understanding that 
though the debt continued unchanged in amount, 
a new portion was redeemed each year: but the 
breaking-out of war introduced a hopeless compli- 
cation. Suppose that war had broken out in the 
second year, and that government had become a 
borrower. Under the clause introduced in 1786, by 
Mr. Fox, the Commissioners, instead of buying stock, 
might lend their money directly to government, by 
which means they would become possessed of newly 
created stock for the amount lent. The whole pro- 
cess thus became puzzling : a million was raised by 
taxation, was handed to the Commissioners, who 
handed it back to the government, together with 
50,000 £., also received from government as interest. 
Why sinUncj- We have already seen the reason for 
fund not ^his arrangement : it was thought that 

.uspendecl. ^^^ National Debt would be understood 
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to be greater by tliis million or more, and that in 
tlie annual budget tlie interest for this enlarged debt 
would be provided : whereas if the million thus 
bandied about had simply been applied to the current 
expenditure, it would have disappeared. It is probable 
that if the war had lasted only one year, and that at 
once the ordinary course of prosperity had returned, 
the arrangement would have answered the end 
proposed. But whether it would so. or not, the 
nation could not follow the steps of the process, and 
the sinking-fund ceased to be under the guardianship 
of pubhc opinion. 

It seems to me therefore, that the attempt to add 
to the sinking-fund during a time of loans, was a 
mistake : that whenever government had to borrow 
it would have been wiser to take for current ex- 
penditure, the million raised by taxation in peace 
time for the sinking-fund. The nation would then 
have understood that during war time the sinking- 
fund was suspended. 



II. 

New plan TN considering therefore, what would 
must le _|_ be the best scheme for the future, I 

mtelhgiile, gjiould require in the first place that it 
should be simple enough for everyone to understand 
it, and that it should thus be placed under the 
guarantee of public opinion ; the only guarantee which 
will permanently and steadily maintain its efficiency. 
and therefore For this reason I object to all pro- 
not one of positions for converting Consols into 
terminable terminable annuities ; propositions which 
annmties. ^^^ ^^^^ decried, as I have already 
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shown, on the ground of the heavy loss that would 
be caused, by substituting an inconvenient and un- 
popular stock for a well established and highly 
marketable one. One of these schemes was proposed 
in 1866 at Manchester by Mr. Frederic Hill, from 
whom I differ unwilHngly, because of my entire 
agreement with him in the main purpose of his paper. 
I give the text of Mr. HUl's plan.* 
Example of a "Under the following arrangements 
recent scheme the whole debt might be paid off in 1 24 

of terminable years: 

a/)mm les. „ j ^q^|^ propose that next year 100 

millions of the permanent three per cent, annuities 
be converted into five per cent, terminable annuities ; 
to do which would require, for a period of thirty-one 
years, an addition of about £2,080,000 to the taxes, 
viz., two millions for interest, and about £80,000 for 
cost of collection; but from this sum would have 
to be deducted first nearly £600,000 for existing 
terminable annuities, which will come to an end next 
April, and upwards of £700,000, which in like 
manner, will have to be struck off in nineteen years. 
Thus the immediate increase in taxation, or rather, 
let us hope, at least as regards part, the immediate 
non-reduction of taxation, would be about a million 
and a half, while in 1885 this sum would be reduced 
to less than £800,000. 

" In 1898 the account would stand as follows : 
Debt, included estimated equivalent of probable 
amount of hfe annuities, about 710 millions, bearing 
an interest of somewhat more than 21 millions, or, 
including the cost of collection and management, of 
about 22 millions ; as compared with the present 
payment of 27 millions, or the payment after 1885 
of about 251 millions. 

* Social Science Transactions, 1866. 685. 
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" Considering that the country will, in all proba- 
bility, be mucli richer in thirty -two years than it is 
now, and considering that, from an advance in 
education and public morality, the impulse which 
now urges us to pay off the National Debt will no 
doubt be stronger, I trust that when the year 1898 
arrives there will be a general willingness to employ 
at least the greater part of this saving, say three 
miUions, in a further conversion of permanent into 
terminable annuities. If this be done, under the 
same arrangement as the first proposed conversion, 
it would apply to a sum of 1 50 millions ; and in 
thirty-one more years the debt would be brought 
down to about 560 milHons ; requiring a taxation of 
about 17-| millions, or about 4^ millions less than in 
1898, and nearly 9-| millions less than now." 

By continuing this process, as Mr. Hill shows, the 
whole debt would be extinguished in less than 
130 years. 

Oljection. J (Jo not stop to inquire how far this 

scheme w;ould be interfered with by the inevitable 
wars and loans of the next 130 years ; nor what 
would be the exact amount of the heavy loss attending 
the conversion of 800 millions £. of perpetual 
annuities into terminable annuities; nor what would 
be the inconvenience to the money market of having 
for investment, not perpetual annuities but terminable 
annuities, the value of which would diminish daily ; 
nor the trouble to trustees and to the Court of 
Chancery, who would have to divide every annual 
sum they received into interest and principal, the 
interest to be paid to the beneficiary and the principle 
to be reinvested. 

Waiving aU these difficulties, I rest upon one para- 
mount objection; that this and other similar schemes 
are complex, and to the many unintelligible; that 
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therefore, any Chancellor of the Exchequer, in pre- 
paring his annual budget, might trench on the 
provisions made without awakening any alarm out- 
side the House : that in short, the scheme would 
not be under the guarantee of public opinion : the 
only guarantee I could trust. 



III. 

Actual plan: TTTHAT scheme would be intelligible ? 
notdwect \\ Tj^e obvious one is to apply the 

extinction. ginking-fund each year to paying off debt. 
A million is raised : if Consols were at par, the mil- 
lion £ would pay off a million of Consols ; if Consols 
were at 80, the million £ would pay off Ij- millions 
of Consols. So much debt would be extinguished. 
The next year, as the nation would escape the 
interest on the million extinguished, the sum ap- 
plicable to the sinking-fund would be increased by 
£30,000 or more. This process carried on, would 
bring into play the principle of compound interest. 

But even this arrangement would scarcely possess 
the desired simplicity ; and I fear that a Chancellor, 
proposing to repeal an obnoxious tax, would obtain 
the consent of the nation to abandon the annual 
increase in the sinking-fund, and to confine it to a 
fixed amount ; that is to give up the principle of 
compound interest. If this principle is to be strictly 
observed, the provision for the sinking-fund should 
ultimately not appear at all in the budget : it should 
be out of the competency of the Chancellor of the 
Exchequer to meddle with the fund. 
PubUo under- The public perfectly understands that 
stamds govern- the government may possess property : 
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meni possession fjao^t it does in fact possess ships -which 
of property. ^^^ saleable, old stores, woods, rights of 
treasure trove, sxims lent to landlords and secured 
on their estates ; that the Belgian government pos- 
sesses the rights of royalties in mines, and a valuable 
property in railroads. The public would perfectly 
understand an account stating that the government, 
on behalf of the nation, owed 800 millions £, but 
possessed property worth 15 millions £ ; and that 
during the past year the property had increased from 
12 to ] 5 millions £. This was not so clear when it 
was said that the debt was 800 million £, of which 
the sum of 200 million £ was redeemed : it would 
have been perfectly clear if the 200 million £ had 
been invested in lands and canals and mortgages. 

If then, with equal money profit, the Commis- 
sioners of the National Debt could invest in securities 
outside government stocks, I should regard that 
change as highly favourable to the permanence of a 
sinking-fund, as exempting it from the danger of 
being tampered with by a perplexed Chancellor of 
the Exchequer. I would have the fund established 
once for all, and free from the dangers of an annual 
parliamentary vote. 

Should not I would not however, recommend that 

however, buy the Commissioners should go into the 
property. market and buy freehold properties or 

railroads or mineral rights : such purchases would 
probably be made badly, and woidd certainly be open 
to censorious criticism. Fixed money securities 
would s\nt our purpose much better. The Commis- 
sioners would do just what the great Insurance Com- 
panies do : what the Globe has done in the case of a 
million £ put in trust for the payment of 6 per cent, 
annuities ; what the Scottish Widows' Fund has done 
with its large accumulations amounting to more than 
4 millions £. 
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The Commissioners "would have to lend for long 
fixed periods : they could lend for drainage and other 
improvements on Irish lands held under the safe 
titles granted by the Landed Estates' Court : they 
would be free from the necessity of requiring rapid 
repayment. 

What rate of If there should be a pecuniary loss by 
interest could this mode of investment, that would be 
le obtained ? f^^^^l to my proposal, just as it is fatal to 
the scheme of turning Consols into terminable annui- 
ties. But I conjecture that there would be no loss, 
and that there would be even a considerable gain. 
For I find that large sums are so invested as to yield 
a higher rate than that paid by the government on 
Consols, which we may call 3|- per cent, (taking the 
price of Consols at 92). Now we all know that in 
private trusts, without any violation of the legal pro- 
visions, an average interest of 4^ or even 4f per 
cent, is obtained, by lending in moderate amounts, 
and buying freehold ground rents, and taking the 
best railway debentures. I concede that the large- 
ness of the sums with which the Commissioners 
would have to deal, would rather lower this rate. 
The insurance companies however, whose amounts 
are considerable, gain interest far above the 3|- per 
cent, of Consols. The Scottish Widows' Fimd have 
property amounting to 4 or 5 milHons £.* Before 
1860 1 the average rate of interest reahzed was about 
4 per cent. Since that time it has been : — 

In I860 4 i 3 per £100 

„ 1861 4 2 5 

„ 1862 4 3 

,,1863 4 2 10 

„ 1864 4 4 3 

„ 1865 4 7 

„ 1866 4 10 6 

* 53rd Annnal Report, 23. ool. 1. f l^- 10. 
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It may seem tliat ttere is no reason why the 
Commissioners of the sinking-fand should not earn 
a rate approaching that of such a company : and 
that therefore, instead of having a loss of interest by 
the adoption of my scheme, "we might rather hope 
to make a considerable profit by it. 
An Actwa/ry's A distinguished Actuary has given me 
opwdon. tiie following information : — 

" Insurance Companies hold, at the lower end of 
the scale, investments in government funds at about 
SJ per cent, ; deposits at Joint Stock Banks, now 
producing 1 per cent, only, but averaging perhaps 3 
per cent,, communibus annis ; deposits at private 
banks, and moneys in agents' hands, as unproductive 
balances. Then at the other and higher end of the 
scale, investments on mortgage at about 4^ per cent. ; 
on Hfe interests with insurance at 5 per cent.; 
advances to municipalities, local boards &c., 4^ to 5 
per cent. 

" The Scottish "Widows' Fund, and many other 
offices, have of late years, by enlarging their sphere 
of investment, improved their average rate about 
^ per cent, bringing it to about 4J per cent, all 
round. 

" But the larger the sums to be invested, and the 
greater the collective fands, the lower rules the rate 
of interest : for instance, at present (October 1867), 
many considerable mortgages and advances on first 
class debentures, are paying only 4 per cent." 
Fcwom-aUe I should infer from this trustworthy 

inference. information, that the Commissioners, 
having to invest considerable sums annually, would 
have no chance of getting 4 J per cent., the rate got 
by the insurance companies ; but might fairly expect 
to get more than 3j- per cent., after paying all ex- 
penses. With compound interest at S^ per cent., 
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a sum doubles in about 20 years, ■which is the 
period I have prsTiously reckoned on : at that rate 
1 £ would in 100 years become 32 £ ; and if we now 
set aside 25 milhons £, and got 3 J per cent, upon it, 
our successors at the end of 100 years, would have 
800 millions £, the present amount of our debt. We 
ought however, to set aside a larger sum, to allow 
for suspension during war. 

The exteiisive It must be remembered that the field 
field for invest- for investment is vastly greater now than 
ment now. j^ -^^^ ^ hundred years ago, fifty years 
ago, twenty years ago, Mr. R. L. Nash* estimates 
that in the short space of seven years, the pubHc 
investments of the civilised world have amounted to 
a sum not much less than twice our national debt. 
When the entire investments are so fast increasing, 
secure investments for a few millions are found with- 
out much difficulty. 

Objection: past I am fuUy aware that many economists 
experience. treat with contempt, any suggestion of 
the possibility of a government doing a thing which 
may be called trading, banking, or financing. They 
will say, government has tried lending : it has lent 
to Jamaica, to Greece, to Ireland during the famine : 
has it ever been repaid ? I reply that in those cases 
it made advances not because it had money to lend, 
but because considerations of pohcy required the 
rendering of assistance. The loans were made by 
Parhament on political grounds. If the sums set 
aside for a sinking-fand were to be dealt with in this 
way, I should despair of any advantage. 
But the case The proceedings however, which I 

different: loans suggest, are quite different : I propose 
for profit; ^j^^t money should be lent not for the 

* Fenn on the Funds. 1867. xi. 
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benefit of the borrower, as in the case of Ireland 
•when suffering from the extremities of famine, but 
for the benefit of the lender, just as happens with 
Insurance Companies, which certainly do not give up 
the principal they lend. I fi^eely admit that the 
government would not realize the 4^ per cent, realized 
by the Scottish Widows' Fund ; the rate which the 
government would get would be less than this, 
because they would be rather more cautious in their 
choice of securities ; but this additional caution 
would make it the easier for them to secure the re- 
payment of their principal. 

made hy a There is another important distinction. 

d&pa/rtment of Loans hke that made to Ireland, spring 
government. (Jirectly ffom Parliament : the loans I 
propose would be negociated by a department of 
government. The Commissioners would be respon- 
sible to Parliament, and their individual reputation 
and hopes of preferment would depend on the 
average rate they got : they would be called on to 
show why they got only 3 J or 3f per cent., while 
the insurance companies were getting more by a 
fourth. Though the Cabinet cannot carry on money 
lending, the Commissioners might carry it on, and 
might be trusted to do it under the sharp criticism 
of the House of Commons. Nor is there any com- 
parison here between the action of a government 
department and that of private firms : the com- 
parison is between the action of a government 
department and that of the managers of a company ; 
between the action of one set of deputies and that of 
another set of deputies ; between the action of one 
set stimulated by annual meetings and the press, and 
the action of another set stimulated by annual 
sessions and the press. 
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Government I do not find by experience that the 

depa/rtments actual government departments are lax 
not over ^^^ demanding the fulfilment of legal con- 

generous. ditions. The Ordnance and the War 
Department require contractors to deliver the stipu- 
lated quantities of stores : the Custom House oflScers, 
and the Coast Guard, exert themselves to defeat the 
machinations of smugglers : the Excise officers have 
their eyes well open as to private stUls : the Inland 
Eevenue does its best to perform the impossible 
duty of exactly levying the income-tax. The Com- 
missioners of the National Debt would, no doubt, 
exact the strict performance of agreements as to 
interest and repayment of loans. Even at present, 
as to the amounts lent to land-holders for drainage 
of their estates, I do not hear of any proposal to 
remit the principal, although these loans were made 
from considerations of policy, and not from any views 
of profit to government. 



lY. 

Apparent fTlHBRE is, I know, an apparent con- 
coniradiction. J^ tradiction here : I state that govern- 
ment might borrow at 85- per cent, and lend at 3-J per 
cent. I maintain however, that this state of things 
is possible : it is similar to the case of bankers, who 
take money on deposit at 2 and lend it at 3 per cent. 
Will you then, turn the Commissioners into bankers 
and money-dealers ? Not into bankers, but by all 
means into money-dealers, if the public may thus 
enjoy the benefit of a reduction of the National Debt. 
Besides, why should not the Commissioners be money- 
dealers, in the sense in which the managers of theGlobe 
Insurance and the Scottish Widows' Fund are such ? 
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Eayplamed. It would of course be impossible for 

government to borrow at 3|- per cent., and then, on 
the same conditions, to lend at more than 8J. But 
the conditions are not the same. 
Consols: why Krst, as to Oonsols : their conditions 
hw interest are very singular, and their popularity is 
very great. I have already* quoted Mr. Newmarch's 
article on Mr. Pitt's Loans ;t an article far too little 
known :% it is there explained why it is that govern- 
ment can borrow most advantageously in 3 per cent, 
stocks, and why it is that virtually, they cannot 
borrow at all at par. 



* Chap. II. Sect. 13. 
t StatisUcal Jov/rnal. 18. 130. 

J I say that this article is too little known, because able men continue to 
censure Mr. Pitt for not having borrowed in stocks at higher interest. It ia 
said that the right practice would be to borrow at par, and to leave the 
lenders to fix the rate current at the date of the loan. (Diet, de I'Econ. Pol. 
I. 684. 1.) Such theoretical financiers would be convinced of their ignorance 
if they would read Mr. Newmarch. They have forgotten that government 
always borrows on this singular condition : that though the lender can never 
demand the repayment of his principal, government is at liberty to repay it 
at any time (with a year's notice indeed in the case of Consols). The lenders 
object to a 4, 5, or 6 per cent, stock, because they know that in a few years 
it will be reduced to a SJ or 3 per cent, stock. To protect themselves, they 
either refuse to lend at all in high-rated stocks, or demand such an extra- 
vagant rate as to make the loan impossible. Government has no choice 
therefore j it must borrow in a low-rated stock : unless indeed, it will abandon 
the conditions of repayment, in which case there would be no advantage in 
borrowing at high interest. 

To illustrate the principle : suppose that with Consols at 50, government 
offered to borrow at par, and I had 10,000£ at command. If I buy old Consols 
on the Stock Exchange, I shall get 6 per cent, in perpetuity. If government 
insists on borrowing at par, and if I take 6 per cent., I shall for the present 
get the same 6 per cent, interest as if I bought Consols at 50 : but I shall 
not get it in perpetuity ; for whenever government can borrow at a less rate 
than 6 per cent, it will pay me off, or wiU compel me to take a lower rate : 
thus my 6 per cent, will gradually fall to 5, 4, or 3 per cent. I therefore refuse 
to lend to government at par ; or I demand such extravagant compensation 
as the government will not give. 

Add the consideration, that in buying Consols at 50, 1 have a reasonable 
expectation of finding my principal gradually increase from 10,000£ up to 
15,000, or perhaps 20,000£ ; whereas if I lend the 10,000£ at 6 per cent., the 
principal cannot increase. 

The government therefore, cannot borrow at par or in high-rated stocks, 
so long as old 3 per cent, stocks are to be bought. 

PF 
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Mr. New- We have already seen that in the great 

march's market of the Stock Exchange, certain 

exj>lanatwn. go^^itions have actually come into ex- 
istence : that stocks fulfilling those conditions are 
peculiarly current; and that Consols bear the highest 
price because they fulfil those conditions in the 
highest degree. Stocks must be marketable : they 
must be understood by all : they must have no new 
conditions attached to them : they must be free from 
uncertain contingencies. Consols fulfil all these 
conditions ; with this additional advantage, that they 
cannot be redeemed without a year's notice. 
Theaotwnof A Second cause of increased value to 
the Court of Consols and to other 3 per cents., is the 
Chancery and preference given to them by the Court of 
0/ nis ees. Chancery for the investment of trust 
funds ; and this not only for trusts managed by the 
Court, but for the vast number of private trusts 
subject to the Court's jurisdiction. Of late years no 
doubt, many trustees have received powers to invest 
in other securities, such as preferential railway stocks 
and debentures ; but where the amounts are large, 
where the income is deemed of less importance than 
the preservation of the principal, and where the 
trustees are more intent on their own ease than on the 
interests of the present beneficiaries, the 3 per cent, 
funds still have the preference. 
Therefore Oo- The 3 per cent, stocks being thus in 
vernmentcan greater demand than other securities 
S.~Jar bearing the same interest, and being 
lowest market regarded as ol higher value by bodies 
rate, having in the aggregate very large in- 

vestments to make, it follows that their price wiU be 
relatively higher than that of other securities : which 
is the same thing as saying, that investors will lend 
upon 3 per cent, stocks at a lower rate than upon 
other stocks. 
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and generally But even OH other and less marketable 
low interest stocks, government can borrow under the 
market rate : for the obvious reason that 
its credit stands higher than that of any individual or 
any corporation ; and this not only because for nearly 
200 years it has never failed in an engagement, but 
also because the nation is free from the danger of 
revolution at home and of conquest by foreigners. 
Holland is eminent for good faith and for inexhaust- 
ible resources ; it far surpasses us in efforts to reduce 
the debt ; but it is a small country, exposed to be 
again overrun by its neighbour : its government 
therefore, has nothing like the credit of ours, and 
cannot borrow at nearly so low a rate.* 
Part of We begin to see then, an explanation of 

Explanation, the apparent contradiction, in the state- 
ment that the Commissioners of the national debt 
might lend their funds at a rate above that at which 
the Chancellor of the Exchequer could borrow : that 
is, that the government could borrow with one hand 
at %^ per cent., and at the same time lend with the 
other at 3^ or 4 per cent. The government can borrow 
in any stock below the market rate, because its credit 
is of the very highest, because its good faith is un- 
questionable and its resources are unbounded : it can 
borrow still furth^r under the market rate in 3 per 
cent, stocks, because these are peculiarly marketable, 
and because large amounts are taken up by the Court 
of Chancery, and by Trustees under the Court's 
jurisdiction. 

Gould Com- The only question now is whether the 

missioners get Commissioners could lend their funds at 
marhet rate ? ^]^g market rate ; that is at a rate exceed- 
ing 3|- per cent. I will not pronounce absolutely that 

* Block, " Pniesanoe Comparee," pa. 166. 
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they could ; but I see no reason why they should 
not. I have pointed out that trustees of private 
property get 4^ per cent, without infringing any 
legal rule : I concede however, that they lend in 
such sums as 2,000£ or 3,000£, which perhaps are 
smaller than Commissioners could deal with. I 
have shown that the Scottish Widows' Fund, dealing 
with millions of money, earned formerly 4 per cent., 
and of late years 4^ per cent. : I know no reason 
why the Oommissioners should not earn more than 3|-. - 
Loans for long The Commissioners could lend for 
periods: j £^g^ peHods ; for 20, 60, or 100 

modern exten- ° ^ V. -i • -, 

sion offinan- years : borrowers tor such periods are 

cial operations, obliged to pay a high rate. Municipal 

corporations borrow habitually for 30 years, with a 

provision for an annual repayment of part of the 

principal : they have to pay 4, 4^, or 5 per cent., 

even where the security of the rates is ample. The 

railroad companies often have to pay 5 per cent. 

even on debentures. Bad as is the credit of railways 

at present,the losses of debenture holders are trifling; 

and if Commissioners had invested in them, they 

would have gained a high rate of interest, after 

deducting any losses they might have sustained. I 

say nothing of guaranteed Indian securities, because 

I should doubt the propriety of going outside the 

three kingdoms, and this not so much from financial 

as from political considerations. Such investments 

as I am speaking of are far easier to find now than 

they were formerly : the railroads with hundreds of 

millions of capital, have accustomed the public to 

deal with vast sums of money. 

I think they I make no pretension to pronounce 

could so lend, dogmatically what rate Oommissioners 

could get : but I cannot doubt that they could get 

more than 3j per cent,, which is about the rate at 
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which the government can borrow in ordinary times : 
nor can I donbt that they could get so much more 
than 85- per cent, as to pay the expenses of the 
Commission and leave a surplus. 
Goncltmon of This then explains the contradiction 
explanation, of which I am apparently guilty, when I 
assume that one department of government might 
borrow at 3|- per cent., while another department 
was lending at 3i, 3f, or 4 per cent. The explana- 
tion is that the Chancellor of the Exchequer would 
borrow at 3 per cent, in a stock highly marketable, 
in great demand for trust investments, and supported 
by th.e reputation of a nation unfailing in its engage- 
ments, protected by its geographical position, and 
possessed of unfailing resources : while the Commis- 
sioners would lend to corporate bodies, companies, 
or landholders, for long fixed periods, with a little 
risk of occasional loss. We know by experience that 
the Chancellor can borrow at B^ per cent. : we know 
also by experience that borrowers for long fixed 
periods are obliged to pay 4 to 4^ per cent. If the 
Commissioners could be entrusted with discretionary 
powers, subject to the requirement of an annual 
report to Parliament, I do not see why they should 
not gain a rate of interest, approaching the 4 to 4^ 
per cent, gained by the directors of the Scottish 
Widows' Fund. A sinking-fund so managed w;ould 
accumulate fast. 



V. 

Even if no "D^T even if the arrangement yielded 
profit, yet Jj no profit, if the Commissioners after 
PuUicOpimio7i. ^g^j^-j^g their expenses and recouping 
occasional losses, only earned the rate of interest at 
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whicli the Chancellor of the Exchequer borrowed, I 
should still maintain the advantage of the system : I 
should stiU hold it desirable that sums set apart for 
a sinking-fund should be placed in the hands of 
Commissioners, and that they should invest those 
sums in securities other than government stocks. 
The greatest advantage I see in this arrangement is 
not the profit ; this I regard as secondary : the 
greatest advantage is the making the sinking-fund 
intelligible to all : I believe that there vfould be hope 
of permanence, if Parliament and the country received 
an annual account, to the effect that the sinking-fund, 
■which was last year 57 millions £ is this year 61 
millions £, and that the whole of this 61 millions £ 
is invested in loans and debentures and not in govern- 
ment stocks. We should all understand a statement: 
owing 801 millions £ ; assets 61 millions £ : balance 
of liabilities 740 millions £. Such a state of accounts 
would put our finances under the guarantee of public 
opinion. But if we were told, as formerly, that the 
debt was 801 millions £, of which 61 millions £ was 
redeemed, we should most of us be doubtful as to 
the real meaning, and should not be ready to check 
any Chancellor of the Exchequer who was disposed 
to tamper with the fund ; and under this latter mode 
of investment and of account, the guarantee of public 
opinion would cease. 



VI. 



What T HAVE assumed that the nation is 

i unwilling to make any great eflfbrt, 
such as would be required to rival the 

proceedings of Holland, where the amount of debt 



amov/nt ? 
As Holland ? 
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annually paid off is, population for population, equal to 
15 millions £ a year for us. Doubtless we miglit do 
this : during a short part of the Crimean war we 
paid Is. 4d. in the £ as income-tax ; and that same 
rate now levied would bring us up to about the level 
of HoUand. This is not to be thought of: nor is it 
with reference to such efforts that I have recom- 
mended the practice of investing in general securities. 
I may even concede, that Holland, exposed to the 
ambitious attacks of her powerful neighbours, has 
peculiarly strong reasons for husbanding her re- 
sources, and for lessening the charges that weigh on 
her government. 

Gwcumstwmes The circumstances too, on which I 
on which I have founded my argument ; the fluc- 
fowndmA/ tuations generally occurrins: in human 
^ ■ affairs ; the probability that modern 
English prosperity will be followed by a less pros- 
perous condition ; the more than possibility that our 
manufacturing and commercial preponderance will 
be reduced ; the obvious diminution in our reserve 
of coal ; these circumstances, while they furnish 
strong grounds for urging the diminution of the 
debt, do not peremptorily call on us for overwhelming 
present sacrifice. I feel that it is vain to dwell on the 
manifest truth, which we have learnt to disregard, 
that each generation at present pays the debt once 
in the form of interest, and still leaves the 800 mil- 
lions of principal as a legacy to its sons : and vain to 
urge the manifest inference, make a supreme effort 
and discharge the debt. I must be content to found 
my remonstrance on those minor circumstances 
which may be summed up in the maxim, during 
prosperity make ready for adversity. 
Suppose priM- What amount then, must we raise in 
cvpal of thirty order to extinguish our present debt in 
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mdttions : 100 years ? liet us suppose that we. 
howlong shortly accumulated in the hands of the 

would taker r\ • • ^ nn -it n 

Commissioners, as much as 60 milhons h. 
This sum doubled five times would amount to 960 
millions £, an ample sum for our purpose. ISince the 
Commissioners would always reinvest their income, 
and thus earn compound interest, if they could get 
5 per cent., they would double their principal about 
every 14 years ; and in little more than 71 years they 
would raise their 30 millions to 960 millions. At 4 
per cent, each period instead of 14 years would be 
about 18 years ; and to bring 30 millions up to 960 
millions would require about 89 years : at 3^ per 
cent, each period would be a little over 20 years ; 
and 101 years would be necessary to rise to 960 
millions.* 

We sv/rely could If then we could once get a fund of 
raise thirty 30 milHons £, we might hope to extin- 
milliom£. g^g}^ ^i^e ^e]t,t i^ 100 years, or less. 

Surely, to raise 30 millions is no hopeless task. One 
year of war would oblige us to raise it and that in a 
single year : cannot we do as much for a purpose of 
peace and security, and that too, spreading the effort 
over several years ? It would be undesirable to raise 
it at once : it would probably be better the first year 
to begin with a million, in order that the Commis- 
sioners might feel their way as to investments : 
afterwards let the annual sum be increased, and the 
80 millions be completed if possible, in 7 or 10 years. 
Let all of it be got by an income-tax, so that no dis- 



* The time necessary for doubling a sum of money at compound interest, 
is at 5 per cent 14j years, at 4 per cent. 17i years, at 3i per cent. 20 years, 
at 3 per cent. 234 years, at 2i per cent. 28 years. But this is on the 
assumption that the interest is paid once a year : in practice it is paid twice 
a year : at 5 per cent, therefore, the period required is only 14 years instead 
of 14i ; half of the period required at 2i per cent, with interest paid once 
a year. 
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turbancemiglit be caused in our fiscal arrangements, 
and no hindrance be offered to remission of taxation. 
Would any taxpayers be found so unpatriotic as to 
object to pay "the sinking-fund penny," or "the 
sinking-fund threepence," being once convinced that 
7 or 10 years would end the demand, and that ex- 
tinction of the present debt would follow ? 



VII. 

Futm-e Loatis. "T^URTHEE, loans no doubt, will be 
Jj contracted. Since 1816 however, we 
have avoided any increase on the whole, and we 
have even diminished the debt a little. "We have 
borrowed 20 millions for slave compensation ; 9 mil- 
lions to relieve Irish distress ; 37 millions for Crimean 
war expenses ; 6 millions for fortifications : but by 
the creation of terminable annuities, and by the 
application of surplus income, we have paid off these 
debts. We need not make any special provision in 
this respect, though I think that besides the establish- 
ment of a sinking-fund, we should do wisely to actually 
pay off a Uttle faster in time of peace, in order to 
get a provision in readiness. We ought to keep the 
amount down to 800 milUons as a maximum : to do 
this we should reduce it during peace to 750 or 700 
millions ; and we could then occasionally borrow 60 
or 100 milHons without exceeding the total of 800 
milUons. 

Manj lepcdd off The measure I have already mentioned, 
lyotUr means, ^g proposed by Mr. Gladstone, and can- 
didly adopted by Mr. Disraeli, by which the savings' 
bank funds are turned into terminable annuities, will 
in fact considerably reduce the present debt. The 

GG 
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Life Animities whicli are sold, and the systematic 
quarterly application of one-fourth of any annual 
surplus, give help in the same direction. These 
means may be sufficient to keep the debt down to 
its present 800 miUions. 

War would Undoubtedly we may again be drawn 

require loans, j^^q i^^-^g ^^^ expensive wars. Should 
such misfortunes occur, it is certain that we shall 
again be great borrowers ; for even the Crimean 
war, although of moderate dimensions, and although 
we fed it with an income-tax of Is. 2d. and Is. 4(i. in 
the £, outran our powers of taxation, and added 
millions to our debt. 

Cost of wm War too, while it lasts, is more costly 

'"'"'' than ever : the number of soldiers em- 

ployed being vast, and the cost of arms and ammu- 
nition enormous. On the other hand, even those who 
believe in the probability of wars, must concede that 
they are likely to be short. Formerly, the United 
Provinces were in a state of hostility with Spain 
during a century : the notorious Thirty Years' War 
ruined a generation of Germans, and permanently 
impoverished their country : the French Revolution 
and Napoleon kept Europe in hostilities during 
twenty years. 

On the other hand, the experience of Austria 
proves to us how rapidly a contest may be ended : 
Solferino and Magenta first, and Sadowa afterwards, 
have shown at what a pace military affairs now 
proceed. Battles formerly indeed, were as decisive 
as they are now : but months were necessary to bring 
the hostile armies together ; a year slipped away in 
transportation of troops: now, through steamers 
and railroads distance has ceased to operate. War 
therefore, though expensive while it lasts, will pro- 
bably cost less than formerly, because it will be short. 
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and of armed It is not War, but chronic preparation 
peaoe. foj. ^^^^ which is now oppressive. It has 

lately been calculated* that the European powers are 
spending nearly 80 millions £ a year on their peace 
establishments, and are employing 2 million men at 
least. Armed peace may be more costly than war. 
Favourable to However this may be, the present 
avoidance of condition of affairs is favourable to our 
^*^^- avoidance of debt. Our expenses are 

annual and are annually provided for. We are spend- 
ing something like 26 millions a year on our army 
and navy ; that is 600 millions every 20 years. If, 
according to our former fashion, and according to 
the present American fashion, we reduced our yearly 
expense to 5 millions, when war broke out we should 
have everything to do in a hurry; our budget would 
require a sudden and great increase in taxation, and 
we should be driven to borrow largely. 
Conclusion. I am neither defending nor attacking 

our present practice ; I only say that it tends to the 
payment for our forces by annual taxation : whereas 
our old practice of deferring preparations till war 
broke out, tended to the payment very much by loans. 
We may hope therefore, that our heavy actual tax- 
ation, together with our sincere present hatred of war, 
will, in the absence of another revolution of '89, save 
us from large future loans ; and that what debt we 
do incur may be discharged, as debt incurred since 
1815 has been discharged, by selling life annuities, by 
applying our occasional surplus income, and by other 
informal arrangements. If this should prove to be 
the case, then such a sinking-fund as I am recom- 
mending, would in less than a hundred years see us 
freed from all debt, as Prussia and Sweden are now : 



* Economist, 1254. 1015. 2. 
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and as we may hope, with this honourable addition, 
that we had never failed in our national engage- 
ments. 



VIII. 

War wider TT will be remembered that in 1786, 
sinking-fund _[_ Mr. Fox moved a resolution, willingly 
"£ 1786. accepted by Mr. Pitt, that the Commis- 

sioners of the national debt should be at liberty to 
lend their funds to government when a loan was to 
be made. I have pointed out that in a few years 
war broke out and loans were contracted ; and that 
this was the cause of the failure of the sinking-fund. 
I do not mean by this that Mr. Fox's resolution was 
the cause of that failure : I am convinced that under 
any circumstances the same course would have been 
pursued ; that the million of taxes handed to the 
Commissioners would certainly have found its way 
back to the Exchequer, whenever the resources of the 
country were hard pressed. It would have been 
better during continued war, to suspend the payment 
of the million to the Commissioners. 
In future, the Ought the Commissioners in future to 
Commissioners ^^^^ ^^q:^ ^^^^ ^q ^^^ Exchequer ? Let 

must sometimes ■, , i , ■ ^ , , ■ t - 

lend to govern- ^^ '^^V^ ^^^t peace might contmue long 
ment, enough to enable us to accumulate the 

proposed 30 millions £ : the Commissioners would 
have to invest annually the interest on this sum, and 
on all future accumulations ; that is, their annual 
investment would begin at a million, and would 
increase to a much larger sum. I have stated my 
preference for investments other than government 
stocks, on the grounds of a higher rate of interest, 
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and still more of the greater simplicity of accounts, 
and the consequent possibility of putting the fund 
under the guarantee of public opinion. But it is vain 
to hope that in times of national difficulty, the Com- 
missioners could refuse to lend their annual income 
to the Exchequer. Nor would the perplexity be 
great, if the Commissioners in their annual account, 
exhibited their assets as consisting principally of 
mortgages and debentures, and to a small extent of 
Consols : this would be very different from the old 
form : — debt 700 milHons £, of which 200 millions £ 
redeemed. 

viz., when The general rule would probably be 

Gonsoh are hw. ttat the Commissioners should buy go- 
vernment stocks, or take part of a new loan, when- 
ever by doing so they could obtain a higher rate of 
interest than by investing otherwise. If Consols fell 
to 70, they would get more than 4 per cent., in per- 
petuity, besides the hope of the 70 rising to 90 in a 
few years : at such a price. Consols might prove to 
be far their best investment. 



IX. 
CONCLUSIONS. 



I 



N this last chapter I propound a scheme which 
_^ seems to me practicable. I remark again that 
Mr. Pitt's plan broke down because it went too far, 
in trying to carry on the process of extinction during 
war ; and also because it was unintelHgible to the 
nation, and therefore failed to secure the guarantee 
of public opinion. I object to the conversion of the 
stocks into terminable annuities, on this ground of 
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its rendering the scheme uninteUigible, as well as on 
the admitted ground of wastefulness. 

The scheme I propose is merely a modification of 
that of ] 786 : it is not one of raising an annual sur- 
plus and applying it directly to extinction, because 
we should probably lose in this way the advantage of 
compound interest. ' 

What I suggest is that a principal sum shall be 
raised, by instalments, in a few years, and shall be 
placed in the hands of Commissioners, who shall 
invest it, not in government stocks, but in such 
securities as are held by the great Insurance Com- 
panies. The public would easily understand the 
annual accounts : — " the nation owes 800 millions £; 
it holds securities worth 50 millions £ which are 
accumulating at compound interest." 

I state my belief that the Commissioners might 
realize a higher rate than the 3 J per cent, obtainable 
by Consols ; for I show that one great Insurance 
Company, on smaller amounts indeed, formerly got 
4, and now gets 4^ per cent. I notice the apparent 
contradiction in saying that government could borrow 
at 3|- per cent., and could at the same time lend at 
3|- or 4 : I explain it by the fact that government 
borrows in Consols which hare a peculiar and arti- 
ficial value, and on which the interest therefore, is 
unusually low; whereas the sinking-fund Commis- 
sioners would lend for long fixed periods, on secu- 
rities not marketable on the Stock Exchange ; con- 
ditions that are found in fact to cause a comparatively 
high rate of interest. I conclude that even if the 
Commissioners could get, after paying expenses, only 
the same 3|- per cent, which they CQuld get from 
Consols, this private investment would be preferable 
because more generally intelligible. 

As to the amount of the fund, I mention 80 
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million £ as the sum whicli, if accumulated at com- 
pound interest, would probably pay off our present 
debt in about 100 years : tlie 30 million £ to be 
raised gradually, and at first slowly, to enable the 
Commissioners to invest it to the greatest advantage. 
This moderate sum being once raised, no further 
surplus taxation would be needed : the only future 
operation would be the annual investment of the 
accruing interest, and the reinvestment of securities 
at maturity. 

Future debt woidd have to be dealt with as it 
arose, either by a separate sinking-fund or by addi- 
tions to this one. Any great and continued war 
would no doubt cause great increase of debt : but 
the tendency of war at present is to be short and 
decisive ; vastly expensive for a year or two, and 
above aU requiring a perpetual armed peace, a state 
of things which in England causes rather a constant 
drain on regular taxation than the accumulation of 
great war debts. 

Finally, remembering Mr. Fox's clause in 1786, I 
ask whether in case of war loans, the Commissioners 
would be required to take a part of such loans so far 
as any moneys were at their command. I reply that 
if that investment were the most profitable which 
offered, they should certainly be required to take it : 
I even go farther, and say that under the pressure of 
public necessity they should be required to waive the 
question of profit altogether, though at the risk of 
extending beyond the stipulated hundred years the 
final extinction of our present debt. 



THE END. 
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